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SHARE PRICE RANGE
i Shigre Price at Year End
F I N A N C¢-}I A L H I & H L 1 6 H T s
(Mittizns of Dollars) i’ 2002 2001 2000
Revenues | | $ 2,183.61 $ 2,319.0 $ 2,236.4
|
Net Income L 7 151.2 93.3
Net Cash by Operating Activities { 329.6 347.4 284.2
Capital Expenditures \ 363.2 282.6 201.0
Assets | 42932 4,298.7 3,812.1
O P E R A T | ©O N s H I 6 H L I 6 H T s
COAL (iistions of ibons)
Sales 67.3 76.5 74.9
Production 66.2 73.7 69.4
Reserves 4275 4,365 4,372
GAS (Biilisa Cubic Fost) ‘ ‘ L
Sales | 47.2: 388 284
Reserves | L1032 1,176.2 780.5
R T T L TR L R T I raT T TE T L e e e T T e I I i : -
Employees - Year-end 6,074 | 7,523 6,758
Common Stock Price

$ 1728 $ 2484 $ 279375
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Dear Shareowners:

We had high expectations as we began 2002. Energy demand
was strong, coal prices were higher, our coal mines were
running well after struggling in 2001 with geological and
operational problems, and our gas segment sales volumes
were growing. By year-end, those expectations had been
replaced by the reality of poor financial results. Revenues
declined 6 percent while earnings per share declined 92

percent in the year-to-year comparison.

Record warm winter weather and a deteriorating United States
economy impacted both gas and coal demand, particularly
coal demand in our principal market areas. In March, we
announced a 10 percent cut in planned coal production.
However, like the slow turning of a large ship at sea, it was

mid-summer before the full impact of our cutbacks was felt.

In the intervening time, inventories rose at a rate of a million -

tons per month. Our coal customers also built large inven-

tories at their power plants.

Hot summer weather in many parts of the country
increased demand for electricity. However, the faltering
economy, the increased use of gas for power generation and
the eroding financial condition of the power generation
sector created countervailing forces that slowed the expected
draw-down of coal inventories at power plants. At year's
end, coal inventories at power plants and at our mines had
fallen from their mid-year highs, but we don't expect broad
supply-demand balance to be achieved until the second
quarter of 2003. However, we were able to report higher
realized prices per ton of coal produced because of con-
tracts we obtained during the more favorable coal market

environment of 2001.

Our gas business faired better. Although prices in 2002
were lower on average than in 2001, the comparison was
influenced by the high prices we received for gas in the
first two quarters of 2001. For 2002, the average gas price
we received rose each quarter during the year. Gas prices
reflected the decline in drilling rig activity in the first half
of the year and the acceleration of storage withdrawals in
the fourth quarter of 2002. In addition, we grew produc-
tion and sales volumes through acquisition and increased
drilling of our proved reserve base in gas. As a result, gas
revenues for the year fell just 2 percent, despite a year-on-

year price decline of 21 percent.

LESSONS LEARNED

Our businesses are capital-intensive and, in the case of our coal
segment, have large fixed costs. Our optimism with respect
to coal prices as we approached 2002 led us to increase the
number of tons we planned to sell on a spot, or short-term,
basis, reducing the tons sold on an annual or multi-year
basis. When the coal markets began to contract sharply
early in the year, we were forced to eliminate virtually all the
production we thought we would sell on the spot market.
Idling our mines drove up unit costs and reduced efficiency,

particularly in our large, underground mines.

As a result, we made a diligent effort during the year to
commit for sale most of our anticipated 2003 coal and gas
production. While we may miss short-term opportunities if
prices should spike, our volume commitments will ensure
that our operations run efficiently throughout the year.
Moreover, higher spot prices will translate into some price

increase in our contract business.
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We also made a number of management changes in our

coal segment. We eliminated satellite offices and brought
together, under one roof, most of our coal managers. In
addition to reducing cost, the move has facilitated the shar-
ing of "best practices” among mines despite their diverse
locations. In addition, we have combined the marketing
and production functions under a single senior manager
rather than managing the functions separately. As a result,
production managers will have market information quickly
to allow rapid response. Peter B. Lilly filled this new
senior position. Mr. Lilly joined CONSOL Energy after
serving as a senior manager with other companies in the

coal industry.

INVESTING IN THE FUTURE
There were a number of projects undertaken or completed
during 2002 that we expect will improve earnings in the

next several years.

In the coal segment, we completed the construction of a
new preparation plant at the McElroy Mine in West Virginia.
This plant will improve the quality of the coal we ship to
customers and will allow us to increase production substan-
tially at the mine by adding a second longwall mining sys-
tem during 2003. The improved quality of the coal, which
serves power plants along the Ohio River, allows us to gar-
ner better prices per ton. The higher capacity of the plant
will allow the mine to increase its annual output by more
than 60 percent. We expect to complete the expansion of
the mine in mid-2004.

In our gas segment, we increased production through acqui-
sition and drilling. We are now one of the largest producers
of coalbed methane gas in the United States and one of the
largest gas producers in Appalachia.

We began commercial production of gas from a limited
number of conventional wells in northeastern Tennessee.
This new area still is categorized as an exploration project,
but we are produéing conventional gas as well as oil in
limited quantities from shallow geologic formations, and
we are evaluating the coalbed methane potential on the

250,000 acres we control.

We also began our first commercial production of electricity
last summer with the completion of our Buchanan
Generation Units 1 & 2 project. This peaking power project,
which we have constructed in joint venture with electricity
producer Allegheny Energy, is fueled by gas produced by our
gas operations. Although only a modest step in power gen-
eration for us, it will provide a basis for future power projects

when the market is favorable.

Finally, in an ongoing effort to unlock the value in the assets
we own, we have expanded the business of our marine
terminal at Baltimore to include other cargoes besides coal.
While not immediately material to our financial results,
CNX Marine Terminal's expanded business will make fuller

use of our existing assets.

ENVIRONMENTAL STEWARDSHIP

- We are extremely proud of our accomplishments in envi-

ronmental stewardship. For example, we were among a -
handful of companies worldwide to be awarded the United
States Environmental Protection Agency's Award for Climate
Protection. This award recognized the work that CONSOL
Energy has done in the recovery and utilization of coal

mine methane, a greenhouse gas. Coal mine methane

usually is vented to the atmosphere by working mines in

order to reduce its presence in the underground mining




environment. CONSOL Energy has been capturing and

selling this gas for more than a decade.

“We also were pleased to receive the United States Department
of the Interior's Office of Surface Mining 2002 National Award
for Excellence in Surface Mining for our innovative reclama-

tion of surface mines in south Illinois.

We furthered our relationship with The Nature Conservancy

through the donation of Fish Creek Island on the Ohio Riverin

West Virginia. This island is a rookery for the Great Blue Heron
and ultimately will become a part of the United States Fish &
Wildlife Ohio River Islands National Wildlife Refuge.

Finally, our Research & Development Department received a
grant from the United States Department of Energy to develop
drilling technologies that will allow us to capture coalbed methane
from unmineable coal seams and then to use those seams as a

Tepository, or sequestration site, for carbon dioxide gas.

LOOKING AHEAD

We had hoped to start 2003 with strong performance. However,
a fire at Mine 84 in January and a fire at Loveridge Mine in
February will affect first quarter results and will reduce our
planned coal production for the year. Still, we expect to
strengthen our coal business. We plan to aggressively seek
longer term sales contracts with valued customers. For example,
in January, we announced that we had reached agreement
with FirstEnergy Inc,, for a 17 year, 74.5 million tori coal sales
contract. Most of the coal will come from our expanding
McElroy Mine. We also have substantially replaced our tra-
ditional spot sales from our eastern Kentucky mines with
one-year term contracts. We have énough sales commiitted as
we begin the year to allow our mines to run at predictable
levels throughout 2003.

We sold our Canadian coal and transportation assets to a
Canadian Metallurgical Coal Trust. In exchange, we received
3.2 million trust units and consideration for working capital.
We subsequently sold our trust units, exiting the coal busi-
ness in Canada. We were able to monetize our Canadian

assets at a profit and have redeployed the cash to enhance

_shareholder value,

We will continue to review our coal assets to identify under-

performing or non-strategic assets that could be monetized.

We also expect to grow our gas business in 2003 through

our disciplined drilling program, primarily in our large

- reserve in Virginia, We expect to increase annual production

by 10 percent to 15 percent for the next several years.

Finally, we exp‘ect to reduce our short-term debt by more
than $50 million this year. This will strengthen our balance
sheet and still allow us to fund important capital projects

and to pay a dividend to our shareholders.

I can assure you that every one of our 6,000 employees will
be focused on making 2003 a year of improvement. We
cannot control all of the events that will impact energy

markets during the yea'r, but we will be unrelenting in our

‘attention to the factors that are within our control. We

appreciate your continued support.

/4
BRETT HARrv,

President and Chief Executive Officer / v
March 15, 2003
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CONSOL Energy donated the
propery to be part of the Ohio
River Islands National Wildiife
Re.fuge. We dlso donated more
than 5,000 acres in [llinois,
Pennsylvania and West Virginia
to The Conservation Fund

in 2002.

CONSOL Energy recognizes the importance of

environmental protection, and we encourage

responsible use of natural resources.

During 2002, CONSOL Energy conveyed property
for conservation purposes. Notably, we donated a
48-acre island on the Ohio River to The Nature
Conservancy of West Virginia. Fish Creek Island
was then transferred to the U.S. Fish and Wildlife
Service. The island, home to a large population
of Great Blue Herons, is now part of a natural
corridor of sites making up the Ghio River Islands
National Wildlife Refuge.

We also donated more than 5,000 acres of non-core
land in [llinois, Pennsylvania and West Virginia to
The Conservation Fund. Some of this property

had been mined previously. Through the donation
we create a full cycle of value from the land, first
by extracting needed energy resources, and then
by designating the land for other environmental

purposes.




Throughout CONSOL Energy’s operations,
employees apply their scientific and technical
knowledge in pollution control and conservation

activities. This environmental stewardship earned

recognition from federal and state governmental

agencies during 2002.

The U.S. Environmental Protection Agency
awarded CONSOL Energy its 2002 Climate
Protection Award for reduciﬂg methane emissions
to the atmosphere. We were one of the first coal
producers to capture methane from our mines to

produce commerdial quality gas for sale, while

enhancing mine safety.

The U.S. Office of Surface Mining and the Illinois
Department of Natural Resources, Office of Mines
& Minerals, presented CONSOL Energy with
awards for innovative reclamation of a former sur-
face mine in southern Illinois. Two major streams
were diverted during rﬁining and then restored
to their original locations. After mining, we
reclaimed the property as a habitat for wildlife
and waterfowl by creating wetlands and planting

trees, grasses and crops.

Bt
f@?










¢

CONSOL Energy produces most-
ly sfeclm coal; and our p.rimary‘
- market for this <ol is the

domestic power generation - .

mgrket. in the Northeast, .opr

" key market area

warm winter weather and lower

; the unusually

industrial production adversely

affected electricity production

in 2002.




For the ccal segment, 2002 proved (o be a diffi-

" cult year. About 90 percent of our production is

steam (or thermal) coal. Our primary market

for this coal is the domestic power generation

 market. In the northeast quadrant of the United

States, our key market area, electricity produc-

tion in 2002 was adversely affected by lower

- industrial production and unusually warm win-

ter weather. The winter of 2001-2002 was the

warmest in 107 years of record keeping.

For the United States economy as a whole, indus-
trial production declined 0.6 percent in 2002, after
having fallen by 3.5 percent in 2001. This was
the first back-to-back decline in US industrial

production since 1974-1975. Because our key

" markets are more heavily industrialized than

the national economy, electricity production

was more affected than some other areas.

CONSOL Energy had 2002 coal production of
56.2 million tons, down 10.2 percent from the

73.7 million tons produced in 2001.

Our inventories, which had been 1.6 million tons
as of December 31, 2001, grew to over 6 million
tons by April 2002, as the mild winter weather
and faltering economy reduced demand. In order
to reduce inventories to more normal levels, we
made a conscious decision to cut production
temporarily. The majbrity of these cuts occurred
in the summer months. By late fall, mine inven-

tories returned to more normal levels, enabling

us to re-start all but one of our idled mines.
As of December 31, 2002, CONSOL Energy had

normal coal inventories of 3.0 million tons.

The impact of the warm winter weather and weak
economy was amplified because of our marketing
strategy at the end of 2001. Believing that markets

were likely to strengthen during 2002, we elected

not to commit about 4 million tons of Pittsburgh

#8 seam coal to term sales. Our intention was to
sell this coal in the spot market as 2002 pro-
gressedl, at prices higher than those that existed
as of year-end 2001. The extremely warm winter
weather, which had not been forecast, effectively
eliminated demand for spot coal sales in our

market areas.

Because many of CONSOL Energy’s production
costs are essentially fixed in the short term, pro-
duction costs per ton tend to rise when produc-
tion drops. This was the case in 2002, when total
cost per ton averaged $24.74, up 11.4 percent
from the $22.21 in 2001. '

CoaL PRODUCTION
(Millians of tons}

—

748

l69.4

1733

e — - 1 66.2

98 99 00 01 02

CONSOL Energy has
! fgorgcn’ized coal seg-
ment management so
that marketing and oper-
afions now report to
one executive, irﬁprov-

ing coordination.
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Our average sales price for coal strengthened
during the first three quarters of 2002. For the
entire year, the average sales price was $26.76,

up 8.5 percent from $24.66 per ton in 2001,

The increase in total operating costs reduced mar-
gins despite the rise in prices in 2002. Including
other non-operating costs, the coal segment
recorded a loss of $10.3 million, before interest

expenses and income taxes.

along the Ohio River, is now setting the quality
standard for coal on the river. More rock and
sulfur are being removed from the coal, enabling
customers to receive more energy per delivered
ton. By increasing heat content and lowering
sulfur content, CONSOL Energy has improved
realization by $2 per ton for the coal currently
shipped under contract from the McElroy

Mine.

2676

During 2002, CONSOL Energy permanently

26.41 ¢

24.67
23.26

2466

CONSOL Energy reorganized coal segment closed four former American Electric Power

management in 2002 so that its marketing and mines, the Humphrey Mine and the Dilworth

o 22

ZZIAVERAGE REALIZED PRICE: COMPANY PRODUCED

operations now report to the same executive.
This has resulted in greater coordination between
these functional areas. Additionally, we changed
our sales strategy for 2003. CONSOL Energy
expects to enter 2003 with a substantial amount
of its domestic steam coal sold. Our objective
is to secure sufficient volume commitments to
allow our mines to run efficiently throughout

the year.

Capital expenditures for the coal segment in
2002 were $233.6 million, up 17 percent from
the $200.0 million spent in 2001. The McElroy
preparation plant opened in October. This

$57 million plant, near the McElroy Mine

16>

Mine. These mines had exhausted their econom-

ically recoverable reserves.

Three employees in the coal segment were fatally
injured on the job during 2002. Thirteen
facilities achieved CONSOL Energy’s goal of
zero recordable injuries for the year and 20 of
the active coal segment facilities maintained or

improved safety incidence rates.




6% Amillici ons of coal

Our new processing plant for

McElroy Mine is setting the qual-
ity standard for coal on the river

and helped to secure a long-

term contract for McElroy ¢oal







CONSOL Energy gas production continued to
grow in 2002. Production in 2002 was 47.2 bil-
lion cubic feet (Bcf), up nearly 22 percent from
the 38.8 Bcf produced in 2001. Much of the
increase in 2002 was the result of receiving a
full year's production from the August 2001
acquisition of coalbed methane properties in
Virginia. Production in 2002 also improved

because of additional drilling.

Our average gas sales price in 2002 was $3.22
per million Btu (mmBtu). This was down 21.5
percent from the $4.10 per mmBtu received in
2001, as warm weather and a sluggish economy

reduced demand in the first half of the year.

Gas prices were weak early in 2002, but strength-
ened as the year progressed. On a quarterly
basis, our prices were higher in each successive
quarter of 2002. By year-end 2002, CONSOL
Energy had taken advantage of rising prices to
sell approximately 85 percent of its anticipated
2003 production of 52-54 Bcf at a price of
$4.01 per mmBtu. For operational reasons,
CONSOL Energy does not expect to commit
additional volumes for sale in advance of pro-
duction during 2003. Instead, volumes not
already committed for sale will be sold for

periods of 30 days or less.

During 2002, CONSOL Energy was able to

expand production while reducing costs. Our gas

production costs for the year were $2.34 per
mmBtu compared with $2.63 for the twelve

months ended December 31, 2001, primarily
reflecting lower royalty payments and lifting

costs.

Capital expenditures for the gas business in
2002, including investment in affiliates, were
$70.0 million, compared with $.76.0 million

(excluding the Virginia acquisition) in 2001.

Coal mine methane and coalbed methane pro-
duction are a natural extension of CONSOL
Energy’s coal business, and a major opportuni-
ty for growth and profitability. Because
pipeline-quality gas resides in our Appalachian
coal seams, our reserves share the same geo-
graphical advantage as our coal resources:
proximity to major population centers, energy
consumption areas and power generators in the
Northeast, Southeast and upper Midwest.
Unlike coalbed methane gas development in
other regions of the country, our gas opera-
tions also have access to major pipeline

transportation.

k LR I
Gas L)r"lcawere weak
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in 2002, but ¢ l
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strengthened as the year

progressed, gaining in

T 38.8

each successive quarter.
By year-end, we hod faken

advantage of rising

prices to sell approxi-

Gas PRODUCTION
(Billion cubic feet)
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including investment in offiliates,

were $70.0 million for the year.

20

CONSOL Energy is one of the largest U.S. pro-
ducers of coalbed methane and one of the
largest producers of gas in the Appalachian
Basin. Our gas operations include more than
1,300 active wells connecied by approximately
700 miles of gathering lines. At December 31,
2002, CONSOL Energy had 1.1 trillion cubic feet
of proved coal- bed methane reserves. Nearly all
of these reserves are on approximately 178,000
contiguous acres in Virginia. The remainder of
CONSOL Energy's nearly 350,000 net acres is
expected to contain coalbed methane reserves,
but cannot be counted as proved reserves until
drilling confirms the presence of economically

extractable gas.

During 2002, we drilled 197 development wells.
All were in Virginia, and all were productive.
Additionally, we drilled 29 exploratory wells,

both coalbed methane and conventional. These

- wells were part of an éxploratory program in

Tennessee, Pennsylvania, West Virginia, and

Virginia.

Twenty-four of the exploratory wells are conven-
tional wells in Tennessee. Through our partner-
ship, Knox Energy, we control more than 250,000
acres of gas rights. We have been targeting a con-
ventional gas horizon, the Knox formation, at a

depth of about 5,700 feet. To date, nine of these
wells have been connected to a gathering line .
and are now producing approximately 300,000

cubic feet (net) per day. Continued investment



in this formation in 2003 will be depend on final

evaluation of the 2002 program.

The acreage controlled by Knox Energy also con-
tains coal seams with a total thickness of 10 to 15
feet. We currently are evaluating the gas potential

in these seams.

In Northern Appalachia, our exploratory program

includes experimentation with horizontal drilling

in our extensive Pittsburgh #8 coal seam. In
addition, we are capturing gob gas being liberated
from our Blacksville Mine. Current production
from Northern Appalachia is 2.5 million cubic

feet per day.

Overall, CONSOL Energy expects to further boost

production by 10% to 15% over each of the next

several years by continuing to drill the approxi-
mately 65% of our proved acreage that is undevel-
oped. Further drilling of proved coalbed methane

reserves produces additional gas at low risk.

2002 COST STRUCTURE
(8 { mmB)

Royalty Other Depreciation B V-L-i}z;ng Gaihering
[fp—— J ] — 1 =

coal business. We are one of the
largest U.S. producers of coalbed
methane. We dlso produce natural gos

from conventional wells in Tennessee.
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]Energy Services groups enhance our ability to
supply low-cost energy to customers, and pro-
vide valuable services for our coal, gas and power
businesses. Some of these operations offer for-profit

services to others,

TERMINAL SERVICES

CONSOL Energy's terminal in the Port of Baltimore
provides coal transshipment from rail to ocean-going
vessels, and in 2002 expanded its operations as a ser-
vice and warehouse provider for shipments of break

bulk and general cargo.

Coal remains a key product at the terminal. We can
transship coal directly from rail cars to ocean-going
vessels, or transload from coal stockpiles. During
2002, we shipped 3.8 million tons through the ter-
minal, including 2.9 million tons of company-pro-
duced coal. We can store more than 1.4 million tons
of coal on site. It is the only East Coast terminal served

by two railroads.

By expanding the terminal’s services, CONSOL
Energy generates additional revenue and better
utilizes its facilities and work force. The terminal
now handles forest products, aluminum and other

bulk commodities.

In the first quarter of 2003, CONSOL Energy sold
its interest in a marine terminal and in metallurgical
coal assets in Canada. We had a 23 percent interest
in the Neptune Terminal in Vancouver, British

Columbia.



RESEARCH SERVICES

CONSOL Energy’s research and development staff
of scientists, engineers and technicians provides tech-
nical assistance to our coal and gas businesses, and to
our customers. This includes research and operating
assistance in coal combustion, coal coking, environ-

mental compliance, and international coal sales.

Through contracts with the U.S. Department of
Energy, we conduct research that serves the strategic
needs of CONSOL Energy and the energy industry.
Much of this research is directed at developing and
testing technologies for reducing emissions of pollu-
tants from coal-fired power plants. In 2002 we
initiated or continued studies involving mercury
emissions from power plants, and began research to

sequiester carbon dioxide in unmineable coal seams,

Our technological advances in controlling power
plant ernissions, and methane emissions from mines
and drilling sites, address concerns about global
warming. These projects help to establish sound

science for federal energy policies.

RiIVER AND DOCK SERVICES

CONSOL Energy owns five tow boats and 300
barges that carry our coal on the Allegheny,
Monongahela and Ohio rivers to our customers,
During 2002, our river operations transported

15.1 million tons of company-produced coal.

CONSOL Energy’s two docks, the Alicia Trans-

shipment Facility in Pennsylvania and Kellogg

Dock in [llinois, convey coal to river barges from

rail cars. Alicia transshipped 4.1 million tons

of coal in 2002. The Kellogg Dock transported

639,000 tons of coal to customers.

INDUSTRIAL SUPPLIES

]Fairmom Supply Company, our wholly-owned

subsidiary, is a full-line distributor of industrial

maintenance, repair and operating supplies.

Fairmont Supply offers products from more than

1,000 manufacturers, including mine specialty,

electrical, safety, industrial rubber, material handling,

power transmission, piping systems and general

mill supply products.

Fairmont Supply is headquartered in Canonsburg,

Pennsylvania, and has 11 warehouses in seven

states. lts revenues during 2002 totaled $138

million. Most sales were made to the mining

and energy industries, including 53 percent to

CONSOL Energy.

WASTE MANAGEMENT SERVICES

@ur joint-venture company, Universal Aggregates,

LLC, markets a patented technology for manufac-

turing aggregate from coal combustion byproducts.

The process converts waste from power plant

Qur Energy Services groups

scrubbers into lightweight aggregate for masonry

block. Currently, power generators dispose of provide seniees for our cod,

this material in landfills. Universal Aggregates gas and power business-

secured financing in 2002 to build its first com-

. e es, and for our customers.
mercial plant in Virginia.

@3
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CONSOL Energy owns approximately 430,000
surface acres of land in the United States and Canada.
We coordinate timber, farming and commercial
development ventures, and also lease mineral

rights on properties that we own.

As part of our philosophy to create a full cycle
of value in the properiy we own, land that
has contributed to the nation’s energy supply
later may be sold, dondted or developed for

other uses.

For example, we have formed a partnership to
develap 1,300 acres in western Pennsylvania.
Located on property above a previously
D mined area, the development would
mix commercial, residential and recre-
ational uses. A joint commercial
development involving more than

¥ 500 acres near Morgantown,

West Virginia, also is

under way.

CONSOL Energy
also harvests
marketable

timber from

oE property it owns

or leases. In 2002,
we entered into a long-term agreement with
another company to harvest timber from our
extensive holdings in West Virginia. We also
have a harvesting agreement involving softwood

in Alberta, Canada.
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The Buchanan Generation, LLC, Units 1 and 2, a
joint venture with Allegheny Energy Supply, were
placed into commercial service in 2002. The
venture is an 88-megawatt power station in south-
western Virginia, and is generating electricity for sale

into the grid.

The simple-cycle combustion turbine facility is fired
by coalbed methane produced by CONSOL Energy.
It makes electricity to meet peak electricity needs
in the three bulk power systems (SERC, PJM and
ECAR) of the United States.

We own a 50 percent interest in the generating
facility, which is operated by Allegheny Energy
Supply. The plant is a first step in our long-term -
goal to add fuel-linked power generation to our

portfolio of products.

CONSOL Energy's joint-venture mine in Australia,
the Glennies Creek Mine, began producing coal with
a longwall mining system during 2002. CONSOL
Energy owns a 50 percent interest in the mine. Qur
partner is AMCI Inc.,, of Greenwich, Connecticut.
The coal reserve being mined is a high fluidity
coking coal that will be sold primarily to steel

makers in the Asia-Pacific region.

venture, coalbed methane-

fired power siction in Vir-
ginia is our first siep info the

power generation business.

@5




CONSOL Energy is the largest producer of
high-Btu bituminous coal in the United States,

and the largest exporter of U.S. coal. At

December 31, 2002 we had 22 bituminous /

coal mining complexes in seven states, two /
Canadian provinces and Australia. We held /
4.2 billion tons of coal reserves. B /
In addition, CONSOL Energy is one oftl’i‘e
largest UL.S. producers of coalbed meth:;’ine,
with daily gas production of approxim_%tely
135 million cubic feet. We have p;rloved

developed and undeveloped gas ?ieserves

}

i
!

of 1.1 trillion cubic feet.

|
Also, we produce electricity, fueled by coalbed
methane gas, at a joint-venture generating

facility in Virginia.

i
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FINANCIAL SUMMARY

SELECTED FINANCIAL DATA.

The following table presents our selected consolidated financial and operating data for, and as of the end of,
each of the periods indicated. The selected consolidated financial data for, and as of the end of, each of the
twelve months ended December 31, 2002, June 30, 2001, June 30, 2000 and December 31, 1998, and the six
months ended December 31, 2001 and June 30, 1999 are derived from our audited consolidated financial
statements. The selected consolidated financial data for, and as of the end of, the twelve months ended December
31, 2000 and the six months ended December 31, 2000, are derived from our unaudited consolidated financial
statements, and in the opinion of management include all adjustments, consisting only of normal recurring
accruals, that are necessary for a fair presentation of our financial position and operating results for these periods.
The selected consolidated financial and operating data are not necessarily indicative of the results that may be
expected for any future period. The selected consolidated financial and operating data should be read in
conjunction with “Management’s Discussion and Analysis of Results of Operations and Financial Condition” and
the financial statements and related notes included in this report. In 1999, we changed our fiscal year from a
calendar year to a fiscal year ended June 30. In 2001, we changed our fiscal year from a fiscal year ended June 30
to a fiscal year ended December 31 in order to coordinate reporting periods with our majority shareholder
commencing with the fiscal year started January 1, 2002.

STATEMENT OF
INCOME DATA .
(In thousands except Twelve Months Ended Six Months Ended Twelve Months Ended S“EM‘;":;hs Twe]];’eé\ggnths
per share data) December 31, December 31, June 30, J nde n
une 30, December 31,
2002 2001 2001 2009 2001 2009 1999 1998
(Unaudited) (Unaudited)
Revenue
Sales(1) ............. $ 2,003,345 $ 2,095,463 $ 964460 $ 992,201 $ 2,123,202 $2,094,850 $1,081,922 $2,295,430
Freight(1) ........... 134,416 159,029 70,314 72,225 160,940 165,934 80,487 230,041
Other income ........ 45,837 64,526 31,223 37,154 70,457 64,359 28,560 54,562
Total revenue .. 2,183,598 2,319,018 1,065,997 1,101,580 2,354,599 2,325,143 1,190,969 2,580,033
Costs
Cost of goods sold and
other operating
charges ........... 1,543,189 1,585,686 761,146 730,329 1,554,867 1,498,982 790,119 1,590,176
Freightexpense ... .. .. 134,416 159,029 70,314 72,225 160,940 165,934 80,487 230,041
Selling, general and
administrative
expense ........... 65,888 61,155 31,493 33,381 63,043 62,164 30,218 59,475
Depreciation, depletion
amortization ....... 262,873 243,588 120,039 119,723 243,272 249,877 121,237 238.584
Interest expense . ..... 46,213 43,356 16,564 30,806 57,598 55,289 30,504 48,138
Taxes other than
income ........... 172,479 160,954 80,659 77,771 158,066 174,272 98,244 201,137
Export sales excise tax
resolution ......... (1,037)  (118,120) 5,402 —  (123,522) — — —
Restructuring costs . ... — — — — — 12,078 — —
Total costs . .. .. 2,224,021 2,135,648 1,085,617 1,064,235 2,114,264 2,218,596 1,150,809 2,367,551
Eamings (Loss) before
income taxes ........... (40,423) 183,370 (19,620) 37,345 240,335 106,547 40,160 212,482
Income taxes
(benefits) .......... (52,099) 32,164 (20,679) 3,842 56,685 (493) 121 37,845
Netincome .......... $ 11,676 $ 151,206 $ 1,059 $ 33,503 § 183,650 § 107,040 $ 40,039 $ 174,637
Earning per share:
Basic(2) ......... $ 015 $ 192 % 001 $ 043 § 234 § 135 $ 0.62 $ 1.73
Dilutive(2) ...... $ 015 % 191 § 001 $ 043 § 233 % 135 § 0.62 $ 1.73
Weighted average
number of common
shares outstanding:
Basic ........... 78,728,560 78,671,821 78,699,732 78,584,204 78,613,580 79,499,576 64,784,685 100,820,599
Dilutive ......... 78,834,023 78,964,557 78,920,046 78,666,391 78,817,935 79,501,326 64,784,685 100,820,599
Dividend per share ........ $ 0.84 % 1.12 % 0.56 $ 0.56 $ 1.12 % 112 § 039 $ 0.90
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At
BALANCE SHEET DATA At December 31, At June 30, Becember 31,
(In thousands) 2002 2001 2001 2000 1999 1998
Working capital (deficiency) ........ ... ... .. .. $ (191,596) $ (70,505) $ (368,118) $(375,074) $(261,427)  $(602,428)
Total assets .........cooveiiiiiini i 4,293,160 4,298,732 3,894,971 3,866,311 3,875,026 3,863,390
Short-termdebt . ............ .. 204,545 77,869 360,063 464,310 345,525 551,719
Long-term debt (including current portion) ......... 497,046 545,440 303,561 307,362 326,495 430,888
Total deferred credits and other liabilities .......... 2,828,249 2913763 2,378,323 2,358,725 2,423,483 2,433,899
Stockholders’ equity (deficit) .................... 162,047 271,559 351,647 254,179 254,725 (103,221)
Six Twelve
Months Months
Twelve Months Six Months Ended Twelve Months Ended Ended
QOTHER OPERATING DATA Ended December 31, December 31, Ended June 3@, June 30, December 31,
2002 2001 2001 2000 2001 2000 1999 1998
Coal
Tons sold (in thousands) (3)(4) . . . 67,308 76,503 35,587 36,590 77,322 78,714 38,553 77,729
Tons produced (in thousands)
@ . 66,230 73,705 34,355 32,508 71,858 73,073 38,244 75,769
Productivity (tons per
manday)(4) ....... ... ... 40.18 39.95 37.15 41,60 4221 4423 39.86 40.11
Average production cost ($ per
ton produced)(4) ............ $ 2473 § 2221 % 2373 0§ 2193 $ 2135 $ 2000 §$ 2147 $ 2099
Average sales price of tons
produced ($ per ton
produced)(d) .......... ... $ 2676 $ 2466 $ 2502 $ 2341 $ 2393 $§ 2366 $ 2512 $ 2641
Recoverable coal reserves (tons in
millions)(4)5).............. 4,275 4,365 4,365 4,372 4,411 4,461 4,705 4,755
Number of mining complexes (at
periodend) ................ 22 27 27 23 23 22 24 25
Gas
Gross sales volume produced (in
billion cubic feet)(4) ... ... ... 47.20 38.76 20.12 16.21 34.00 16.23 3.05 6.03
Average sale price ($ per
mmbtu)(4) ... $ 322§ 410 $ 267 $ 480 $ 527 % 306 $ 207 $§ 234
Average costs ($ per
mmbtw)(4) ... 5 234 % 263§ 235 % 232§ 258 $ 180 $ 231 $ 209
Net estimated proved reserves (in
billion cubic feet)(d)(@6) .. .. ... 1,103 1,176 1,176 730 781 747 467 470
Six Twelve
Twelve Months Twelve Months Months Months
CASH FLOW STATEMENT Ended Six Months Ended Ended Ended Ended
DATA December 31, December 31, June 30, June 30, December 31,
(In thousands) 2002 2001 2001 2000 2001 2000 1999 1998
Net cash provided by operating
activities .................. $ 329,556 $347356 $ 93,084 $ 181,568 $435,839 $295,028 $ 84,995 $395,313
Net cash used in investing
activities .................. (339,936) (114,160)  (11,598) (131,078) (233,321) (299,554) (100,790) (235,918)
Net cash provided by (used in)
financing activities .......... 6,315  (228,184)  (82,529) (48,419) (194,074)  (10,852) 8,069 (146,898)
OTHER FINANCIAL DATA
(In thousands)
Capital expenditures ........... $295,235 §$267,698 $162,862 $ 109,163 $213,999 $142598 $105,099 $254,515
EBIT(7) ..o (1,230) 194,330 (2,132) 65,590 262,052 156,165 68,438 250,089
EBITDA(7) .................. 261,643 437,918 117,907 185,313 505,324 406,042 189,675 488,673
Ratio of eamings to fixed
charges(8) ................. — 4.59 — 1.85 4.54 2.70 2.19 4.93
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See Note 27 of Notes to Consolidated Financial Statements for sales and freight by operating segment.

Basic earnings per share are computed using weighted average shares outstanding. Differences in the
weighted average number of shares outstanding for purposes of computing dilutive earnings per share are
due to the inclusion of the weighted average dilutive effect of employee and non-employee director stock
options granted, totaling 105,463 and 292,736 for the twelve months ended December 31, 2002 and 2001,
220,314 and 82,187 for the six months ended December 31, 2001 and 2000; and 204,335 and 1,750 for
twelve months ended June 30, 2001 and 2000. There were no dilutive employee or non-employee director
stock options for any of the previous periods presented.

Includes sales of coal produced by CONSOL Energy and purchased from third parties. Of the tons sold,
CONSOL Energy purchased the following amount from third parties: 2.5 million tons in the twelve months
ended December 31, 2002, 2.8 million tons in the twelve months ended December 31, 2001, 1.3 million tons
in the six months ended December 31, 2001, 1.5 million tons in the six months ended December 31, 2000,
2.7 million tons in the twelve months ended June 30, 2001, 3.5 million tons in the twelve months ended June
30, 2000, 3.9 million tons in the twelve months ended June 30, 1999, 2.2 million tons in the six months
ended June 30, 1999, and 3.2 million tons for the twelve months ended December 31, 1998. Sales of coal
produced by equity affiliated were 1.6 million tons in the twelve months ended December 31, 2002, 1.6
million tons in the twelve months ended December 31, 2001, 0.9 million tons in the six months ended
December 31, 2001 and 0.7 million tons in the twelve months ended June 30, 2001 that were produced by
equity affiliates. No sales from equity affiliates occurred in previous periods presented.

For entities that are not wholly owned but in which CONSOL Energy owns at least 50% equity interest,
includes a percentage of their production, sales or reserves equal to CONSOL Energy’s percentage equity
ownership. For coal, Line Creek Mine and Glennies Creek Mine are reported as equity affiliates for the
December 31, 2002 period. Line Creek Mine was also reported as an equity affiliate for the December 31,
2001 and June 30, 2001 periods. No other periods have coal equity affiliates. For gas, Pocahontas Gas
Partnership accounts for the majority of the information reported as an equity affiliate for approximately
eight months in the December 31, 2001 period and for the entire year of the previous periods presented.

Represents proved and probable reserves at period end.
Represents proved developed z4id undeveloped gas reserves at period end.

EBIT is defined as earnings before deducting net interest expense (interest expense less interest income) and
income taxes. EBITDA is defined as earnings before deducting net interest expense (interest expense less
interest income), income taxes and depreciation, depletion and amortization. Although EBIT and EBITDA
are not measures of performance calculated in accordance with generally accepted accounting principles,
management believes that they are useful to an investor in evaluating CONSOL Energy because they are
widely used in the coal industry as measures to evaluate a company’s operating performance before debt
expense and cash flow. Financial covenants in our credit facility include ratios based on EBITDA. EBIT and
EBITDA do not purport to represent cash generated by operating activities and should not be considered in
isolation or as substitute for measures of performance in accordance with generally accepted accounting
principles. In addition, because EBIT and EBITDA are not calculated identically by all companies, the
presentation here may not be comparable to other similarly titled measures of other companies.
Management’s discretionary use of funds depicted by EBIT and EBITDA may be limited by working
capital, debt service and capital expenditure requirements, and by restrictions related to legal requirements,

&
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commitments and uncertainties. A reconcilement of EBIT and EBITDA to financial net income is as

follows:

(In thousands)

NetIncome ....................
Add: Interest Expense ............
Less: InterestIncome ............
Less: Interest Income included in
Export Sales Excise Tax
Resolution . ..................
Add: Income Taxes ..............

Earnings Before Interest and Taxes
(EBIT) ...t

Add: Depreciation, Depletion and
Amortization . ................

Earnings Before Interest, Taxes and
Depreciation, Depletion and
Amortization . ................

Six Twelve
Twelve Months Months Months
Ended Six Months Ended Twelve Months Ended Ended
December 31, December 31, Ended June 30, June 30, December 31,
2002 2001 2001 2000 2001 2000 1999 1998
$ 11,676 $151,206 $ 1,059 $ 33,503 $183,650 $107,040 $ 40,039 $174,637
46,213 43,356 16,564 30,806 57,598 55,289 30,504 48,138
(5,738) (5,990) (3,734) (2,561) (4,817) (5,671) (2,226) (10,531)
(1,282)  (26,406) (4,658) — (31,064) — — —
(52,099) 32,164 (20,679) 3,842 56,685 (493) 121 37,845
(1,230) 194,330 (2,132) 65,590 262,052 156,165 68,438 250,089
262,873 243,588 120,039 119,723 243272 249,877 121,237 238,584
$261,643 $437918 $117,907 $185,313  $505,324 $406,042 $189,675 $488,673

(8) For purposes of computing the ratio of earnings to fixed charges, earnings represent income from continuing
operations before income taxes plus fixed charges. Fixed charges include (a) interest on indebtedness
(whether expensed or capitalized), (b) amortization of debt discounts and premiums and capitalized
expenses related to indebtedness and (c) the portion of rent expense we believe to be representative of
interest. For the twelve months ended December 31, 2002, fixed charges exceeded earnings by $30.6
miilion. For the six months ended December 31, 2001, fixed charges exceeded earnings by $20.4 million.



MANAGEMENT DISCUSSION AND ANALYSIS

Management’s Discussion Analysis of Results of Operations and Financial Condition.

General

CONSOL Energy incurred a loss before income tax of $40.4 million and realized income tax benefits of
$52.1 million, resulting in net income for 2002. CONSOL Energy’s net income was $12 million for the twelve
month period ended December 31, 2002. This was a 92.3% decline from the net income of $151 million for the
twelve month period ended December 31, 2001.

Total coal sales for the twelve months ended December 31, 2002 were 67.3 million tons, including our
portion of sales by equity affiliates, of which 64.8 million tons were produced by CONSOL Energy operations,
by our equity affiliates or sold from inventory of company produced coal, including coal sold from inventories
and produced by equity affiliates. This compares with total coal sales of 76.5 million tons for the twelve months
ended December 31, 2001, of which 73.7 million tons were produced by CONSOL Energy operations or sold
from inventory of company produced coal including coal sold from inventories and produced by equity affiliates.
Demand for coal was weak due to the continued sluggish United States economy and the lingering effect of
higher than normal customer inventory levels. The decrease in tons sold was also due to the deferral of shipments
by our customers during the year to later periods and reduced volumes from requirements contracts.

Production from CONSOL Energy operations, including our percentage of the production from equity
affiliates, was 66.2 million tons during the twelve months ended December 31, 2002 and 73.7 million tons for the
twelve months ended December 31, 2001. Lower production levels were the result of the announced plan to
reduce production by seven to eight million tons from planned output for 2002 in order to match anticipated
demand. The following mines were idled during the period to implement reduction:

Mine D_ate_Ha_iE Date Production Resumed

McElroy ........... ... May 1, 2002 August 5, 2002

Blacksville #2 .................. June 17, 2002 July 17, 2002

RobinsonRun .................. June 17, 2002 July 18, 2002

Mine84 ........ ... i ... June 17, 2002 July 22, 2002

Mahoning Valley ................ June 17, 2002 November 1, 2002

Humphrey ..................... June 17, 2002 August 13,2002

VP#8 . June 17, 2002 July 15, 2002

Shoemaker ..................... June 24, 2002 August 26, 2002

RendLake ..................... July 8, 2002 Anticipated to remain idle until
market conditions support
reopening

In addition, the Humphrey, Meigs, Windsor, Muskingum and Dilworth Mines closed permanently in the
year ended December 31, 2002. The Loveridge Mine was idled on May 28, 2001 and development work began in
the fourth quarter 2002.

Sales of coalbed methane gas, including our share of the sales from equity affiliates, increased 21.8% to
47.2 billion cubic feet in the 2002 period from 38.8 billion cubic feet in the 2001 period. The increased sales
volume is primarily due to higher production and sales volumes as a result of the purchase of the remaining 50%
interest in the Pocahontas Gas Partnership on August 22, 2001. Our average sales price for coalbed methane gas,
including our portion of sales from equity affiliates, was $3.22 per million British thermal units in the 2002
period compared with $4.10 per million British thermal units in the 2001 period. The decrease in average sales
price was primarily due to reduced demand for gas in the industrial sector and lower demand for gas during the
winter heating season that resulted in higher levels of gas in storage in the beginning of the 2002 period
compared to the 2001 period. Approximately 85% of our anticipated 2003 production of 52-54 billion cubic feet
has been sold at a price of $4.01 per million British thermal unit.
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In March 2002, our 50% joint venture with Allegheny Energy Supply Company, LLC, an affiliate of one of
our largest coal customers, completed an 88-megawatt, gas-fired electricity generating facility which was placed
into commercial service on June 25, 2002. The facility has operated for 34,540 megawatt hours and did not have
a significant effect on earnings in the 2002 period.

Effective June 5, 2002, CONSOL Energy’s Board of Directors appointed PricewaterhouseCoopers LLP to
serve as the Company’s independent accountant. PricewaterhouseCoopers LLP serves as the independent
accountant for RWE AG, a multi-utility holding group headquartered in Essen, Germany, which owns
approximately 74 percent of CONSOL Energy’s common stock. PricewaterhouseCoopers LLP replaced Ernst &
Young LLP as the Company’s independent accountant.

CONSOL Energy continues to convert to a new integrated information technology system provided by SAP
AG to support business processes. The new technology is expected to provide cost-effective strategic software
alternatives to meet future core business needs. The system will continue to be implemented in stages through
2003 at an estimated total cost of $53 million, $32 million of which has already incurred.

Change in Fiscal Year

CONSOL Energy changed its fiscal year from a fiscal year ending June 30 to a calendar year ending
December 31. CONSOL Energy had a transitional fiscal period ending December 31, 2001. CONSOL Energy’s
first full fiscal year ending December 31 was the year that started January 1, 2002 and ended December 31, 2002.
CONSOL Energy undertook this change in order to align its fiscal year with that of RWE AG, its majority
shareholder.




MANAGEMENT DISCUSSION AND ANALYSIES

Resuits of Operaticns
Twelve Months Ended December 31, 2002 compared with Twelve Months Ended December 31, 2001 (unaudited)
Net Income

CONSOL Energy’s net income for the twelve months ended December 31, 2002 was $12 million compared
with $151 million for the twelve months ended December 31, 2001. Pre-tax income for the 2001 period was
$183.4 million including $118.1 million related to the recognition of the export sales excise tax resolution.
CONSOL Energy had a pre-tax loss of $40.4 million in the 2002 period. Lower net income for 2002 was also the
result of a 9 million ton reduction in volumes of company produced coal sold. The decrease in tons sold was due
primarily to lower demand for coal in the 2002 period. Demand was weak primarily due to the continued
sluggish United States economy and the lingering effect of higher than normal customer inventory levels. The
decrease in tons sold was also due to the deferral of shipments by our customers during the year to later periods
and reduced volumes from requirements contracts. Decreases in net income also resulted from lower average
sales prices per million British thermal unit of coalbed methane gas sold in the 2002 period compared to the 2001
period. The average sales price was $3.22 per million British thermal units for the year to date 2002 period, a
$0.66, or 17.0% decrease compared to the $3.88 per million British thermal unit in the 2001 period. The decrease
in average sales price was primarily due to reduced demand for gas in the industrial sector and lower demand for
gas during the winter heating season that resulted in high levels of gas in storage. These decreases were offset, in
part, by income tax benefits recognized in the 2002 period compared to tax expense recognized in the 2001
period. The income tax benefit was due mainly to a pre-tax loss for the 2002 period compared to pre-tax income
in the 2001 period without a comparable reduction in percentage depletion tax benefits. Decreases in net income
were also offset, in part, by higher volumes of gas sold as a result of the August 22, 2001 acquisition of the
remaining 50% interest in Pocahontas Gas Partnership. Gas sales volumes were 46.9 billion cubic feet in the
2002 period, a 44.5%, or 14.5 billion cubic feet increase from the 2001 period. Average sales price per ton of
company produced coal sold also increased which offset, in part, the reduction to net income. The average sales
price for company produced coal was $26.80 in the 2002 period compared to $24.88 in the 2001 period. The
increase of $1.92, or 7.7%, reflects the higher prices negotiated in 2001’s more favorable coal market.

Revenue

Sales decreased $92 million, or 4.4% to $2,003 million for the twelve months ended December 31, 2002
from $2,095 million for the twelve months ended December 31, 2001.

Revenues from the sale of company produced coal decreased $101 million, or 5.6%, to $1,694 million in the
2002 period from $1,795 million in the 2001 period. The decrease in company produced coal sales revenues was
due mainly to a decrease in the volume of company produced coal sold. Produced coal sales volumes were 63
million tons in the 2002 period, a 9 million ton, or 12.4%, decline from the 72 million tons sold in the 2001
period. The decrease in tons sold was due primarily to lower demand for coal in the 2002 period. Demand was
weak primarily due to the continued sluggish United States economy and the lingering effect of higher than
normal customer inventory levels. The decrease in tons sold was also due to the deferral of shipments by our
customers during the year to later periods and reduced volumes from requirements contracts. The decrease in
tons sold was offset, in part, by increases in the average sales price per ton of company produced coal sold. The
average sales price for company produced coal was $26.80 in the 2002 period compared to $24.88 in the 2001
period. The increase of $1.92, or 7.7%, reflects the higher prices negotiated in 2001’s more favorable coal
market.

Revenues from the sale of industrial supplies decreased $22 million, or 25.0%, to $64 million in the 2002
period from $86 million in the 2001 primarily due to reduced sales volumes. During the fiscal year ended June
30, 2001, the physical assets and operations associated with 18 industrial and store management sites were sold.
The sale did not have a material impact on CONSOL Energy’s financial position, results of operations or cash
flow. Fairmont Supply continues to operate 12 service centers.
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These decreases in revenues were partially offset by increased revenues from the sale of coalbed methane
gas. Revenues from the sale of gas increased $25 million, or 20.2% to $147 million in the 2002 period from $122
million in the 2001 period. The increase was due mainly to higher volumes of gas sold as a result of the August
22, 2001 acquisition of the remaining 50% interest in Pocahontas Gas Partnership. Sales volumes were 46.9
billion cubic feet in the 2002 period, a 44.5%, or 14.5 billion cubic feet increase from the 2001 period. The
increase in sales volumes were offset, in part, by lower average sales prices in the 2002 period compared to the
2001 period. The average sales price was $3.22 per million British thermal units for the year to date 2002 period,
a $0.66, or 17.0% decrease compared to the $3.88 per million British thermal unit in the 2001 period. The
decrease in average sales price was primarily due to reduced demand for gas in the industrial sector and lower
demand for gas during the winter heating season that resulted in higher levels of gas in storage in the beginning
of the 2002 period compared to the 2001 period.

Revenues from the sale of purchased coal increased $5 million, or 6.9%, to $83 million in the 2002 period
from $78 million in the 2001 period primarily due to increased average sales prices. The average sales price per
ton of purchased coal increased $5.39, or 19.2%, to $33.50 in the 2002 period compared to $28.12 in the 2001
period. The increase in price per ton reflects the higher prices negotiated in 2001’s more favorable coal market.
This increase was offset, in part, by reduced sales volumes. Sales volumes decreased 0.3 million tons, or 10.3%,
to 2.5 million tons in the 2002 period compared to 2.8 million tons in the 2001 period. The decrease in tons sold
was due primarily to lower demand for coal in the 2002 period. Demand was weak primarily due to the continued
sluggish United States economy and the lingering effect of higher than normal customer inventory levels.

Freight revenue, outside and related party, decreased $25 million, or 15.5%, to $134 million in the 2002
period from $159 million in the 2001 period. Freight revenue is based on weight of coal shipped, negotiated
freight rates and method of transportation (e.g., rail, barge or truck) used for the customers to which CONSOL
Energy contractually provides transportation services. Freight revenue is the amount billed to customers for
transportation costs incurred.

Other income, which consists of interest income, gain or loss on the disposition of assets, equity in earnings
of affiliates, service income, royalty income, rental income and miscellaneous income, was $46 million in the
2002 period compared to $65 million in the 2001 period. The decrease of $19 million, or 29.0%, was primarily
due to the $21 million reduction in equity in earnings of affiliates. This was mainly due to the August 22, 2001
purchase of the remaining 50% interest in Pocahontas Gas Partnership and the remaining 25% interest in the
Cardinal States Gathering Company. As a result of the acquisition, CONSOL Energy owns 100% of these
entities and began to account for them as fully consolidated subsidiaries. Before the acquisition, CONSOL
Energy accounted for these companies using the equity method. Other income also decreased by $5 million as a
result of various transactions that occurred throughout both periods, none of which was individually material.
These decreases in other income was offset, in part, by a $7 million income adjustment related to a coal contract
settlement CONSOL Energy received in the 2002 period.

Costs

Cost of Goods Sold and Other Operating Charges decreased $43 million, or 2.7%, to $1,543 million in the
2002 period from $1,586 million in the 2001 period.

Cost of goods sold for company produced coal decreased $42 million, or 3.4% to $1,197 million in the 2002
period from $1,239 million in the 2001 period. The decrease was primarily due to a 12.4% decrease in the
volume of company produced coal sold. The decrease in tons sold was due primarily to lower demand for coal in
the 2002 period. Demand was weak primarily due to the continued sluggish United States economy, and the
lingering effect of higher than normal customer inventory levels. The decrease in tons sold was also due to the
deferral of shipments by our customers during the year to later periods and reduced volumes from requirements
contracts. The reduced cost of goods sold and other charges related to volume, was offset, in part, by a 10.3%
increase in the cost per ton sold of company produced coal. The increase in cost primarily relates to employee



MANAGEMENT DISCUSSION AND ANALYSIS

benefit costs and supply costs. The rise in employee benefit costs is primarily due to increased medical costs and
increased post employment benefit costs. Post employment benefit costs are calculated actuarially and have
increased due to changes in assumptions, including discount rate and mortality tables used in this calculation.
(See “Critical Accounting Policies” for a discussion of Other Post Employment Benefits.)

Cost of goods sold for industrial supplies decreased $23 million, or 24.0%, to $70 million in the 2002 period
from $93 million in the 2001 period. The decrease in costs is related to reduced sales volumes resulting from the
sale of 18 industrial and store management sites that took place in the 2001 period. Fairmont Supply continues to
operate 12 service centers.

Coal property holding costs decreased $9 million, or 66.0%, to $5 million in the 2002 period from $14
million in the 2001 period. The decrease was primarily due to leasehold surrenders that occurred in the 2001
period.

These decreases in cost of goods sold and other costs were offset, in part, by increased cost of goods sold for
gas operations. Gas operations cost of goods sold increased $9 million, or 15.8%, to $65 million in the 2002
period from $56 million in the 2001 period. The increase was due mainly to a 44.5% increase in the volume of
gas sold as a result of the August 22, 2001 acquisition of the remaining 50% interest in Pocahontas Gas
Partnership. The increase in volume was offset, in part, by a $0.35, or 19.9% reduction in the cost per million
British thermal units sold. The average cost per million British thermal units sold was $1.40 in the 2002 period
compared to $1.75 in the 2001 period. The decrease was primarily due to a decrease in the cost of gob well
drilling and lower royalty expense. Gob wells are drilled in previously mined areas of underground coal mines.
Royalty expenses decreased primarily due to the 17.1% decrease in average sales price per British thermal unit in
the 2002 period compared to the 2001 period.

Cost of goods sold for closed and idled mine costs increased $14 million, or 21.7%, to $79 million in the
2002 period from $65 million in the 2001 period. The increase is primarily due to $32 million related to locations
that were closed or idled during a portion of the 2002 period that were in operation during the 2001 period. This
increase was offset, in part, by a decrease of $18 million related to mine closing and reclamation liability
adjustments as a result of updated engineering survey adjustments for closed and idled locations. Survey
adjustments resulted in $16 million of expense recognized in the 2001 period compared to $2 million of income
in the 2002 period.

Cost of goods sold for purchased coal increased $4 million, or 5.4%, to $80 million in the 2002 period from
$76 million in the 2001 period. The increased costs were primarily due to an increase of $4.79, or 17.5%, in the
average cost per ton of purchased coal, offset, in part, by a decrease of 0.3 million tons, or 10.3%, decrease in the
volume of purchased tons sold. The average cost per ton of purchased coal was $32.16 in the 2002 period
compared to $27.37 in the 2001 period.

Miscellaneous cost of goods sold and other operating charges increased $4 million, or 7.9%, to $47 million
in the 2002 period from $43 million in the 2001 period. The increase is due mainly to $14 million of equipment
removal cost in the 2002 period compared to $9 million in the 2001 period. The increase in the 2002 period was
also due to $4 million of contribution expense related to the donation of property to The Conservation Fund and
$2 million of expense to recognize an allowance for doubtful accounts related to trade receivables. Bank fees also
increased $2 million in the 2002 period related to the renegotiation of our revolving credit facility. The new
facility replaces the previous agreement, which expired on September 20, 2002 and allows for an aggregate of
$485 million of commercial paper principal and letters of credit to be issued. Miscellaneous cost of goods sold
and other operating charges also increased $9 million due to various miscellaneous transactions that occurred
throughout both periods, none of which were individually material. These increases in cost of goods sold and
other charges were offset, in part, by an $18 million reduction in incentive compensation expense. Expense for
this item was reduced in the 2002 period because performance targets for 2002 were not achieved.
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Freight expense decreased $25 million, or 15.5%, to $134 million in the 2002 period from $159 million in
the 2001 period. Freight expense is based on weight of coal shipped, negotiated freight rates and method of
transportation (e.g., rail, barge or truck) used for the customers that CONSOL Energy contractually provides
transportation. Freight expense is billed to customers and the revenue from such billings equals the transportation
expense.

Selling, general and administrative expenses increased $5 million, or 7.7%, to $66 million in the 2002
period from $61 million in the 2001 period. Administrative expenses increased $4 million due to additional
wages, salaries and other costs related to executive severance which occurred in the 2002 period and increased
medical costs in the 2002 period. An increase of $2 million was primarily due to expenses for training, licensing
fees and professional consulting related to the conversion to a new integrated information technology system
provided by SAP AG to support business processes. Implementation of the system will be completed in 2003 at
an estimated total cost of $53 million, a portion of which is to be capitalized. These increases were offset, in part,
by a $1 million decrease in selling costs due to the reduction of sales employees at Fairmont Supply related to the
sale of 18 industrial and store management sites that took place in the 2001 period. Fairmont Supply continues to
operate 12 service centers.

Depreciation, depletion and amortization expense increased $19 million, or 7.9%, to $263 million in the
2002 period compared to the $244 million in the 2001 period. The increase was primarily due to the August 22,
2001 acquisition of the remaining 50% interest in Pocahontas Gas Partnership and the remaining 25% interest in
the Cardinal States Gathering Company. In the 2002 period, these entities were reported as fully consolidated. In
the 2001 period, these entities were reported on the equity basis. Depreciation and amortization also increased
due to more coal assets being placed in service in the 2002 period. These increases were offset, in part, by lower
financial depletion related to the reduced production levels in the 2002 period compared to the 2001 period.

Interest expense increased $3 million, or 6.6%, to $46 million in the 2002 period compared to $43 million in
the 2001 period. This was due primarily to $16 million of additional interest expense related to the March 7,
2002 issuance of $250 million of 7.875% Notes due in 2012. The interest on the notes is payable March 1 and
September 1 of each year commencing September 1, 2002. This increase was offset, in part, by a $9 million
reduction in interest expense related to commercial paper. The reduction was due primarily to a $13 million
reduction in the average levels of commercial paper outstanding during the 2002 period compared to the 2001
period, along with a decrease of 2.3% per annum in average interest rates in the period to period comparison.
Interest expense was also reduced $4 million due to the reduction of long-term debt through scheduled payments.

Taxes other than income increased $11 million, or 7.2%, to $172 million in the 2002 period compared to
$161 million in the 2001 period. The increase was due primarily to increased black lung excise taxes, real estate
and personal property taxes and state reclamation fee taxes in the 2002 period compared to the 2001 period. In
the 2001 period, due to certain black lung excise taxes being declared unconstitutional, $11 million of prior year
accruals, which were not paid and were no longer owed, were reversed. The increase in certain taxes was offset
by $4 million due to the reduction of 7 million tons of production in the 2002 period compared to the 2001
period. Real estate and personal property taxes increased $8 million in the 2002 period compared to the 2001
period. This increase was due to $3 million of additional taxes related to the properties owned by Windsor Coal
Company, Southern Ohio Coal Company, Central Ohio Coal Company, Pocahontas Gas Partnership and Cardinal
States Gathering Company which were acquired in 2001. Real estate and personal property taxes also increased
$1 million due to expanded permitting at our mining locations. The remaining $4 million increase in real estate
and personal property taxes was related to several transactions throughout the 2002 and 2001 periods, none of
which were individually material. These increases in taxes other than income were offset, in part, by a $3 million
reduction in payroll taxes. The reduction in payroll taxes is primarily due to reduced employee counts as a result
of several mines being idled during the 2002 period. Taxes other than income also decreased $1 million as a
result of various transactions throughout the 2002 and 2001 periods, none of which were individually material.
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CONSOL Energy is no longer required to pay certain excise taxes on export coal sales. We have filed
claims with the Internal Revenue Service seeking refunds for these excise taxes that were determined to be
unconstitutional and were paid during the period 1991 through 1999. During the 2001 period, we recognized $92
million of pre-tax earnings net of other charges and $26 million of interest income related to these claims. During
the 2002 period, we recognized $1 million of interest income related to these claims. In the 2002 period, $4
million has been collected on these claims. A $93 million receivable remains in Other Receivables at
December 31, 2002,

Income Taxes

Income taxes represent a $52 million benefit in the 2002 period compared to $32 million of expense in the
2001 period. The decrease in tax expense was due mainly to a pre-tax loss of $40 million in the 2002 period
compared to pre-tax income of $183 million in the 2001 period without a comparable reduction in percentage
depletion tax benefits. Our effective tax rate is sensitive to changes in annual profitability and percentage
depletion. The effective rate was 128.9% in the 2002 period compared to 17.5% in the 2(€1 period. Income taxes
were also reduced due to adjusting the provision for income taxes at the time the returns are filed. These
adjustments decreased income tax expense by $4 million in the 2002 period and increased income tax expense $1
million for the 2001 period. In the 2002 period, CONSOL Energy also received a $2 million federal income tax
benefit from a final agreement resolving disputed federal income tax items for the years 1995 to 1997.

Six Months Ended December 31, 2001 compared with Six Months Ended December 31, 2000 (unaudited)
Net Income

CONSOL Energy’s net income for the six months ended December 31, 2001 was $1 million compared with
$34 million for the six months ended December 31, 2000. The decrease of $33 million was primarily due to
lower prices for natural gas caused by general market declines and higher cost per ton of produced coal mined
caused principally by adverse mining conditions and mechanical problems. The effects of lower prices for natural
gas and higher coal production costs were offset, in part, by a reduction in income tax expense due to a pre tax
loss in the 2001 transitional period along with changes in percentage depletion allowances and higher volumes of
gas sold.

Revenue

Sales decreased $28 million, or 2.8% to $964 million for the six months ended December 31, 2001 from
$992 million for the six months ended December 31, 2000.

Revenues from the sale of coalbed methane gas and gathering fees decreased $8 million, or 13.7% to $48
million in the 2001 transitional period from $56 million in the 2000 six month period. This decrease was due
mainly to a 44.2% decrease in average sales price for the period. Average sales price for the 2001 transitional
period was $2.61 per million British thermal unit compared to $4.68 per million British thermal unit for the six
months ended December 31, 2000. The decrease in sales price was offset, in part, by higher volumes as a result
of the August 22, 2001 acquisition of the remaining 50% interest in Pocahontas Gas Partnership. Sales volumes
were 18.6 billion cubic feet in the 2001 transitional period, an increase of 6.5 billion cubic feet, or 53.4% from
the 2000 six month period.

Revenues from the sale of industrial supplies decreased $30 million, or 46.5%, to $34 million in the 2001
transitional period from $64 million in the 2000 six month period. The decrease was due primarily to the sale of
the physical assets, inventory and operations associated with 18 industrial and store management sites during the
2000 six month period. The sale did not have a material impact on CONSOL Energy’s financial position, resuits
of operations or cash flow.
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These decreased revenues were partially offset by increased revenues from the sale of company produced
coal. Revenues from the sale of company produced coal increased $14 million, or 1.7%, to $836 million in the
2001 transitional period from $822 million in the 2000 six month period. The increase in produced coal sales
revenues was due mainly to an increase of $1.62, or 6.9%, in the average sales price per ton sold. The average
sales price was $25.07 in the 2001 transitional period compared to $23.45 in the 2000 six month period. The
increase in average sales price was due primarily to demand increases and low inventory levels at coal producers.
The increase in average sales price was partially offset by a 2 million ton, or 4.8%, decrease in the volume of
produced tons sold in the 2001 transitional period compared to the 2000 six month period. Produced coal sales
volumes were 33 million tons in the 2001 transitional period compared to 35 million tons in the 2000 six month
period. The decreased sales volumes were due primarily to the decline in production as a result of the suspension
of longwall production at Mine 84 early in July 2001. Mine 84 restarted longwall production in early December
2001 at production levels equal to full production levels in the months before production problems were
encountered. This start was approximately one month earlier than originally projected. Production shortages were
encountered at several other CONSOL Energy mines due to mechanical and geological difficulties. These
production declines were offset by the production at several of the mines acquired from American Electric Power
on July 2, 2001.

Revenues from the sale of purchased coal decreased $4 million, or 7.7%, to $40 million in the 2001
transitional period from $51 million in the 2000 six month period. Sales volumes decreased 11.9% to 1.3 million
tons in the 2001 transitional period from 1.5 million tons in the 2000 six month period. The decreased volumes
were partially offset by a 4.8% increase in the price per ton of purchased coal sold. The average sales price per
ton of purchased coal was $29.84 in the 2001 transitional period compared to $28.49 in the 2000 six month
period.

Freight revenue, outside and related party, decreased $2 million, or 2.6%, to $70 million in the 2001
transitional period from $72 million in the 2000 six month period. Freight revenue is the amount billed to
customers for transportation costs incurred.

Other income, which consists of interest income, gain or loss on the disposition of assets, equity in earnings
of affiliates, service income, royalty income, rental income and miscellaneous income, was $31 million in the
2001 transitional period compared to $37 million in the 2000 six month period. The decrease of $6 million, or
16.0%, was primarily due to the reduction in equity in earnings of affiliates. The reduction in equity in earnings
of affiliates was primarily due to the August 22, 2001 purchase of the remaining 50% interest in Pocahontas Gas
Partnership and the remaining 25% interest in the Cardinal States Gathering Company. As a result of the
acquisition, CONSOL Energy owns 100% of these entities and began to account for them as fully consolidated
subsidiaries. Before the acquisition, CONSOL Energy accounted for these companies using the equity method.

Costs

Cost of Goods Sold and Other Operating Charges increased $31 million, or 4.2%, to $761 million in the
2001 transitional period from $730 million in the 2000 six month period.

Cost of goods sold for company produced coal increased $28 million, or 4.8% to $623 million in the 2001
transitional period from $595 million in the 2000 six month period. The increase was primarily due to a 10.1%
increase in the cost per ton sold of company produced coal, offset slightly by a 4.8% decrease in the volume of
tons of company produced coal sold. The increased cost per ton produced is primarily due to a decline in
productivity as measured in tons produced per manday. Tons produced per manday were 37.6 in the 2001
transitional period compared to 41.6 in the 2000 six month period. The decline in productivity is mainly due to
several mines experiencing mechanical and geological difficulties in the 2001 transitional period.

Cost of goods sold for gas operations increased $9 million, or 51.7%, to $27 million in the 2001 transitional
period from $18 million in the 2000 six month period. The increase in gas costs was due primarily to 53.4%




MANAGEMENT DISCUSSION AND ANALYSIS

higher volume of gas sold as a result of the acquisition of the remaining 50% interest in Pocahontas Gas
Partnership on August 22, 2001. Sales volumes were 18.6 billion cubic feet in the 2001 transitional period
compared to 12.1 billion cubic feet in the 2000 six month period. The cost per million British thermal units sold
remained stable at $1.50 in the 2001 transitional period compared to $1.51 in the 2000 six month period.

Cost of goods sold for purchased coal remained consistent at $40 million in the 2001 transitional period
compared to the 2000 six month period.

Cost of goods sold for closed and idled mine costs increased $13 million to $29 million in the 2001
transitional period from $16 million in the 2000 six month period. The increase is due primarily to a $10 million
income adjustment for mine closing and perpetual care liabilities being recognized in the 2000 six month period.
The adjustment was the result of updated engineering studies and cost projections for closed and idled locations.
The increase was also due to additional costs related to the closing or idling of Loveridge, Meigs #31 and Mine
84 in the 2001 transitional period compared to the 2000 six month period.

Cost of goods sold for industrial supplies decreased $28 million, or 44.2%, to $36 million in the 2001
transitional period from $64 million in the 2000 six month period. The decrease in costs is related to reduced
sales volumes resulting from the sale of 18 industrial and store management sites.

Freight expense decreased $2 million, or 2.7%, to $70 million in the 2001 transitional period from $72
million in the 2000 six month period. Freight expense is billed to customers and the revenue from such billings
equals the transportation expense. '

Selling, general and administrative expenses decreased $2 million, or 5.7%, to $31 million in the 2001
transitional period from $33 million in the 2000 six month period. The decrease was due primarily to decreased
professional consulting fees. Professional consulting fees were reduced due to the completion of the review of
business processes and information technology systems supporting those processes that took place in the 2000
period.

Depreciation, depletion and amortization expense remained stable at $120 million for the 2001 transitional
period and the 2000 six month period.

Interest expense decreased by $14 million, or 46.2%, to $17 million in the 2001 transitional period
compared to $31 million in the 2000 six month period. The decrease was due primarily to lower average debt
levels outstanding during the 2001 transitional period compared to the 2000 six month period, along with a
decrease of 3.6% per annum in average interest rates reflecting more favorable interest rates. Lower average debt
levels resulted from the cash received in the acquisition of the Windsor Coal Company, Southern Ohio Coal
Company and Central Ohio Coal Company from American Electric Power being used to reduce the outstanding
amount of commercial paper in July 2001. Thereafter, we increased the outstanding amount of commercial paper
by the issuance of approximately $155 million of commercial paper beginning in August 2001 to finance the
acquisition of the remaining 50% interest in Pocahontas Gas Partnership and the remaining 25% interest in the
Cardinal States Gathering Company. Also, in DPecember 2001, approximately $18 million of commercial paper
was issued to finance the acquisition of a 50% joint venture in Glennies Creek Mine. Interest expense is expected
to increase during 2002 as a result of the refinancing of short term debt with long-term notes with the interest rate
of 7.875% per annum.

Taxes other than income increased $3 million, or 3.7%, to $81 million in the 2001 transitional period
compared to $78 million in the 2000 six month period. The increase was due primarily to increased excise taxes,
severance taxes and payroll taxes in the 2001 transitional period. These costs increased primarily due to the
acquisition of the Windsor Coal Company, Southern Ohio Coal Company and Central Ohio Coal Company from
American Electric Power.
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CONSOL Energy is no longer required to pay certain excise taxes on export coal sales. We have filed
claims with the Internal Revenue Service seeking refunds for these excise taxes that were determined to be
unconstitutional and were paid during the period 1991 through 1999. During the 2001 transitional period, we
recognized a $5 million reduction to the expected interest receivable amount recognized in the twelve months
ended June 30, 2001 due to the change in the estimate of recoverable amounts.

Income Taxes

Income taxes were a $21 million benefit in the 2001 transitional period compared to $4 million of expense
in the 2000 six month period. The decrease of $25 million was due mainly to a pre-tax loss in the 2001
transitional period with little loss of percentage depletion tax benefits. Our effective tax rate is sensitive to
changes in annual profitability and percentage depletion.

Twelve Months Ended June 30, 2001 compared with Twelve Months Ended June 30, 2000
Net Income

CONSOL Energy’s net income for the year ended June 30, 2001 was $184 million compared with $107
million for the year ended June 30, 2000. The increase of $77 million was primarily due to the resolution of
claims by CONSOL Energy related to export sales excise taxes that were declared unconstitutional. Also, net
income increased due to increased gas sales volumes and prices, a reversal of accruals for export sales excise
taxes which are no longer owed, and the completion of the restructuring program. These increases to net income
were partially offset by increased income tax expense primarily due to higher pretax earnings and loss of
percentage depletion benefits, reduced revenues from coal sales primarily due to reduced sales volumes, and
higher production costs due mainly to adverse geological conditions at Mine 84.

Revenue

Sales increased $28 million, or 1.4%, to $2,123 million for the 2001 period from $2,095 million for the 2000
period.

Revenues from the sale of coalbed methane gas and gathering fees increased $82 million to $130 million in
the 2001 period from $48 million in the 2000 period. Average sales prices increased 69.3% to $5.18 per MMbtu
for the 2001 period compared to $3.06 per MMbtu for the 2000 period. The increase was also due to higher
volumes as a result of the acquisition of Buchanan Production Company and Oakwood Gathering, Inc. on
February 25, 2000 and the inclusion of their results for the entire 2001 period.

Revenues from the sale of produced coal decreased by $5 million, or 0.3%, to $1,781 million in the 2001
period from $1,786 million in the 2000 period. Produced Coal sales volumes were 73.8 million tons in the 2001
period, a decrease of 1.4 million tons, or 1.9%, from the 75.2 million tons sold in the 2000 period. This was
primarily due to lower production at Mine 84 resulting from adverse geological conditions in the 2001 period. In
the quarter ended December 31, 2000 and continuing throughout the remainder of the fiscal year ended June 30,
2001, Mine 84 encountered a sandstone intrusion in the coal seam that ran across several longwall coal panels.
Because sandstone is harder than coal, mining advance rates were slowed for both longwall and continuous
mining machines. Production for Mine 84 was 2.2 million tons in the 2001 period compared to 5.7 million tons
for the 2000 period. Production in the quarter ended June 30, 2001 was 0.6 million tons compared to 0.3 million
tons in the quarter ended March 31, 2001. Average sales prices increased 1.6% to $24.12 per ton for the 2001
period from $23.74 per ton for the 2000 period. The increase in average sales price was due primarily to demand
increases and low inventory levels at both our mines and at our customers’ power stations.

Revenues from the sale of purchased coal decreased by $22 million, or 21.4%, to $81 million in the 2001
period from $103 million in the 2000 period. Sales volumes of Purchased Coal were 2.7 million tons in the 2001
period, a decrease of 0.8 million tons, or 21.2%, compared to the 3.5 million tons sold in the 2000 period. The
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decrease in tons sold primarily reflects a renegotiated contract that allows company-produced coal to be shipped
in the 2001 period instead of coal purchased from third parties which was required to be shipped under the
contract in the 2000 period. Average sales prices of coal that we purchased remained consistent.

Industrial supplies sales decreased $25 million, or 17.7%, to $116 million in the 2001 period from $141
million in the 2000 period due to reduced sales volumes primarily related to sales to various chemical plants.
During the 2001 period, the physical assets, inventory and operations associated with 18 industrial and store
management sites of Fairmont Supply Company were sold. The sale did not have a material impact on financial
position, results of operations or cash flow. Fairmont Supply Company continues to operate 12 customer service
locations nationwide.

Freight revenue, outside and related party, which represents amounts billed to customers in a sale
transaction related to shipping and handling costs, decreased 3.0% to $161 million in the 2001 period from $166
million in the 2000 period. Freight revenue is the amount billed to customers that equals the expense of the
transportation.

Other income, which consists of interest income, gain on the disposition of assets, service income, royalty
income, rental income, equity in earnings of affiliates and miscellaneous income, increased 9.5% to $70 million
in the 2001 period from $64 million in the 2000 period. The increase of $6 million was primarily due to an
increase in the equity in earnings of affiliates related to gas, offset in part by a decrease in the gain on disposition
of assets and royalty income. Equity in earnings of affiliates related to gas increased primarily due to an increase
in volumes sold and sales prices. The gain on sale of assets principally relates to the sale of certain in place coal
reserves. CONSOL Energy continually manages its coal reserves and from time-to-time sells non-strategic
reserves,

Costs

Cost of goods sold and other operating charges increased 3.7% to $1,555 million in the 2001 period
compared to $1,499 million in the 2000 period.

Cost of goods sold for produced coal was $1,207 million for the 2001 period, an increase of $73 million, or
6.4%, from $1,134 in the 2000 period. The increased cost per ton produced is primarily due to adverse geological
conditions at Mine 84. Tons per manday decreased 4.6% to 42.2 tons in the 2001 period compared to 44.2 tons in
the 2000 period primarily reflecting the adverse geological conditions at Mine 84.

Industrial Supplies cost of goods sold decreased 20.2% to $115 million in the 2001 period from $145
million in the 2000 period. The $30 million decrease was due to reduced sales volumes.

Purchased coal costs decreased 24.4% to $76 million in the 2001 period from $100 million in the 2000
period. The $24 million decrease was due to a 21.2% decrease in tons sold. The decrease in tons sold primarily
reflects a renegotiated contract that allows company-produced coal to be shipped in the 2001 period instead of
coal purchased from third parties which was required to be shipped under the contract in the 2000 period.

Gas costs increased 108.1% to $47 million in the 2001 period from $22 million in the 2000 period. The $25
million increase was primarily due to higher volumes as a result of the acquisition of Buchanan Production
Company and MCNIC Oakwood Gathering Inc. in February 2000. Average cost per million Btu was $1.88 in the
2001 period, a $0.15 increase, or 8.4%, compared to the 2000 period. Average cost per million Btu has increased
due primarily to an increase in royalty expense, which is related to the increase in the average sales price of a
million Btu sold.

Cost of goods sold for closed and idle mine costs increased 21.5% to $60 million in the 2001 period from
$49 million in the 2000 period. The $11 million increase was primarily due to the increased costs related to the
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preparation for the reopening of Loveridge Mine in the 2001 period in order to mine the remaining longwall
panel. The longwall panel was mined out and Loveridge was again idled. Idle mine costs were then incurred to
recover, refurbish and redeploy the longwall to another CONSOL Energy mine. Closed and idle mine costs also
increased due to engineering survey adjustments related to mine closing and reclamation. In the 2000 period, we
incurred costs related to the initial idling or closing of the Powhatan, VP#8 and Ohio #11 Mines that were not
repeated during the 2001 period.

Costs also increased $16 million due to the approval of a new incentive compensation program for eligible
full-time employees. This program is designed to increase compensation payable to eligible employees when
CONSOCL Energy reaches predetermined earnings targets and the employees reach predetermined performance
targets.

Freight expense decreased 3.0% to $161 million in the 2001 period from $166 million in the 2000 period.
Freight expense is billed to customers and the revenues from such billings equals the transportation expense.

Selling, general and administrative expenses increased 1.4% to $63 million in the 2001 period compared to
$62 million in the 2000 period. The increase of $1 million was primarily due to increased professional consulting
fees associated with the review of business processes and information technology systems supporting those
processes, offset in part by salary cost savings from the Voluntary Separation Incentive Program implemented in
the last half of the fiscal year ended June 30, 2000.

Depreciation, depletion and amortization expense decreased 2.6% to $243 million in the 2001 period
compared to $250 million in the 2000 period. The decrease of $7 million was primarily due to reduced |
depreciation and depletion expense as a result of the scheduled closing of the Powhatan mine due to
economically depleted reserves. Depletion and amortization expense was also reduced due to lower production
tons in the 2001 period and items becoming fully amortized in the 2000 period. These decreases were offset, in
part, by increased depreciation expense related to assets placed in service after the 2000 period and additional
depreciation expense on assets received in the acquisition of Buchanan Production Company and MCNIC
Oakwood Gathering Inc.

Interest expense increased 4.2% to $58 million for the 2001 period compared to $55 million for the 2000
period. The increase of $3 million was due primarily to higher average debt levels outstanding during the 2001
period compared to the 2000 period, along with an increase of 0.2% in average interest rates. Higher debt levels
resulted from the issuance of commercial paper to finance the purchase of Buchanan Production Company,
MCNIC Oakwood Gathering Inc. and a MCN subsidiary that owns a 50% interest in Cardinal States Gathering
Company in February 2000, and the purchase of a 50% joint venture interest in Line Creek mine on December
31, 2000.

Taxes other than income decreased 9.3% to $158 million for the 2001 period compared to $174 million for
the 2000 period. The decrease of $16 million was due primarily to reduced excise taxes in the 2001 period. As
discussed in Note 7 of the Consolidated Financial Statements, CONSOL Energy is no longer required to pay
certain excise taxes on export coal sales and, therefore, is no longer accruing for this expense. Due to these taxes
on export coal sales being declared unconstitutional, prior year accruals of $11 million which were not paid and
are no longer owed, were reversed. The decrease was partially offset by increased state severance taxes due to
higher sales prices and increased property taxes due to increased assessments.

CONSOCL Energy has filed claims with the Internal Revenue Service seeking refunds for these
unconstitutional excise taxes that were paid during the period 1991 through 1999. During the 2001 period,
CONSOL Energy recognized $93 million of pretax earnings net of other charges and $31 million of interest
income related to these claims.

Restructuring charges were $12 million in the 2000 period and represent charges for employee severance
costs and outside professional consultant costs. These costs related to the review of administrative and research
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staff functions that began in the quarter ended December 31, 1999. The purpose of the review was to assess the
need for and to assist in a restructuring of those functions to enable CONSOL Energy to respond to the cost
challenges of the current environment without losing the ability to take advantage of opportunities to grow the
business over the longer term.

Income Taxes

Income taxes were $57 million in the 2001 period compared to a $0.5 million benefit in the 2000 period.
The increased effective tax rate in the 2001 period is due mainly to higher pre-tax income, with some related loss
of percentage depletion benefits. The effective rate increase was partially offset due to additional gas tax benefits
related to the acquisition of Buchanan Production Company, MCNIC Oakwood Gathering Inc. and a MCN
subsidiary that owns a 50% interest in Cardinal States Gathering Company in February 2000. Also, the tax
benefit in the 2000 period was due primarily to the recording of an $8 million benefit from a final agreement
resolving disputed federal income tax items for the years 1992-1994, the recording of a $4 million benefit
resulting from filing the federal and various state tax returns for the period January 1, 1998 through December
31, 1998 in the 2000 period and the recording of a $1 million benefit resulting from filing federal and various
state tax returns for the period January 1, 1999 through June 30, 1999 in the 2000 period.

Critical Accounting Policies

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make judgments, estimates and assumptions that affect reported amounts
of assets and liabilities in the consolidated financial statements and at the date of the financial statements, as well
as the reported amounts of income and expenses during the reporting period. Note 1 of the Notes to the
Consolidated Financial Statements in this Annual Report on Form 10-K describes the significant accounting
policies and methods used in the preparation of the Consolidated Financial Statements. Actual results could differ
from those estimates upon subsequent resolution of identified matters. Management believes that the estimates
utilized are reasonable. The following critical accounting policies are materially impacted by judgements,
assumptions and estimates used in the preparation of the Consolidated Financial Statements.

Other Post Employment Benefits

CONSOL Energy provides retiree health benefits to employees that retire with at least 10 years of service
and have attained age 55. Our retiree health plans provide health benefits to approximately 11 thousand of our
former employees and were partially funded in 2002 by trusts that were exhausted late in 2002 leaving these
benefits unfunded for 2003.

After our review, various actuarial assumptions, including discount rate, expected trend in health care costs
and per capita costs, are used by our independent actuary to estimate the cost and benefit obligations for our
retiree health plan. The discount rate is determined each year at the measurement date (normally three months
before the year-end date). The discount rate is an estimate of the current interest rate at which the Other Post
Employment Benefit liabilities could be effectively settled at the measurement date. In estimating this rate,
CONSOL Energy looks to rates of return on high-quality, fixed-income investments that receive one of the two
highest ratings given by a recognized ratings agency. For the twelve months ended December 31, 2002, the
discount rate was determined to be 6.75% per annum. The discount rate for the six months ended December 31,
2001 and the twelve months ended June 30, 2001 was determined to be 7.25% per annum. Significant changes to
interest rates for the rates of returns on instruments that could be used to settle the actuarily determined plan
obligations introduce substantial volatility to our costs.

Per capita costs on a per annum basis for Other Post Retirement Benefits were assumed to be $3,633 at
December 31, 2002. This was a 13.0% increase over the per capita cost on a per annum basis at December 31,
2001. If the actual increase in per capita cost of medical services or other post retirements benefits are
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significantly greater or less than the projected trend rates, the per capita cost assumption would need to be
adjusted annually, which could have a significant effect on the costs and liabilities recognized in the financial
statements. The estimated liability recognized in the financial statements at December 31, 2002 was $1.5 billion
compared to $1.4 billion at December 31, 2001.

Coal Workers’ Pneumoconiosis

CONSOL Energy is responsible under the Federal Coal Mine Health and Safety Act of 1969, as amended,
for medical and disability benefits to employees and their dependents resulting from occurrences of coal
workers” pneumoconiosis disease. CONSOL Energy is also responsible under various state statutes for
pneumoconiosis benefits. After our review, our independent actuaries calculate the actuarial present value of the
estimated pneumoconiosis obligation based on assumptions regarding disability incidence, medical costs,
mortality, death benefits, dependents and discount rates. The discount rate is determined each year at the
measurement date (normally three months before the year-end date). The discount rate is an estimate of the
current interest rate which the Coal Workers’ Pneumoconiosis liabilities could be effectively settled at the
measurement date. In estimating this rate, CONSOL Energy looks to rates of return on high-quality, fixed-
income investments that receive one of the two highest ratings given by a recognized ratings agency. For the
twelve months ended December 31, 2002 the discount rate was 6.75% per annum. The discount rate for the six
months ended December 31, 2001 and the twelve months ended June 30, 2001 was 7.25% per annum. Significant
changes to any of these assumptions introduce substantial volatility to our costs. The estimated liability at
December 31, 2002, was $120.6 million compared to $35.8 million at December 31, 2001. Due to the negative
return on plan assets, the difference in the accumulated benefit obligation and the plan assets at December 31,
2002 of approximately $150 million was recognized as a minimum pension liability. At December 31, 2001 the
minimum pension liability was approximately $62 million.

Workers’ Compensation

Workers’ Compensation is a system by which individuals who sustain employment related physical or
mental injuries are compensated for their disabilities, medical costs, and on some occasions, for the costs of their
rehabilitation. Workers’ Compensation will also compensate the survivors of workers who suffer employment
related deaths. The workers’ compensation laws are administered by state agencies with each state having its own
set of rules and regulations regarding compensation that is owed to an employee that is injured in the course of
employment. CONSOL Energy accrues for this type of liability by recognizing cost when the event occurs that
gives rise to the obligation, i.e., when it is probable that the liability has been incurred and the cost can be
reasonably estimated. To assist in the determination of this estimated liability CONSOL Energy utilizes the
services of third party administrators in various states in which we do business to determine the liability that
exists for workers’ compensation. These third parties provide information that facilitates the estimation of the
liability based on their knowledge and experience concerning similar past events. The estimated liability
recognized in the financial statements at December 31, 2002, including the current portion, was approximately
$317 million compared to $322 million at December 31, 2001.

Reclamation and Mine Closure Obligations

The Surface Mining Control and Reclamation Act establishes operational, reclamation and closure standards
for all aspects of surface mining as well as most aspects of deep mining. CONSOL Energy accrues for the costs
of current mine disturbance and final mine closure, including the cost of treating mine water discharge where
necessary. Estimates of our total reclamation and mine-closing liabilities, which are based upon permit
requirements and CONSOL Energy engineering expertise related to these requirements, including the current
portion, were approximately $391 million at December 31, 2002. This liability is reviewed annually by CONSOL
Energy management and engineers. The estimated liability can significantly change if actual costs vary from
assumptions or if governmental regulations change significantly.
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We have reviewed the impacts of Statement of Financial Accounting Standards No. 143, “Accounting for
Asset Retirement Obligations” (SFAS No. 143) on the accounting treatment of reclamation, mine closing and gas
well closing. This statement requires that the fair value of an asset retirement obligation be recognized in the
period in which it is incurred if a reasonable estimate of fair value can be made. The present value of the
estimated asset retirement costs are capitalized as part of the carrying amount of the long-lived asset. Asset
retirement obligations primarily relate to the closure of mines and gas wells and the reclamation of land upon
exhaustion of coal and gas reserves. Under previous accounting standards, such obligations were recognized
ratably over the life of the producing assets, primarily on a units-of-production basis.

Effective January 1, 2003, CONSOL Energy will adopt SFAS No. 143. CONSOL Energy is anticipating the
effect to be a gain of approximately $5 million, net of a tax cost of $3 million. At the time of adoption, total
assets, net of accumulated depreciation, will increase approximately $59 million, and total liabilities will increase
approximately $51 million. The amounts recorded upon adoption are dependent upon a number of variables,
including the estimated future retirement costs, estimated proved reserves, assumptions involving profit margins,
inflation rates, and the assumed credit-adjusted risk-free interest rate.

Previous accounting standards generally used the units of production method to match estimated retirement
costs with the revenues generated by the producing assets. In contrast, SFAS No. 143 requires depreciation of the
capitalized asset retirement cost and accretion of the asset retirement obligation over time. The depreciation will
generally be determined on a units of production basis, whereas the accretion to be recognized will escalate over
the life of the producing assets, typically as production declines. Because of the long lives of the underlying
assets, the impact on net income in the near term is not expected to be material.

Contingencies

CONSOL Energy is currently involved in certain legal proceedings. We have accrued our estimate of the
probable costs for the resolution of these claims. This estimate has been developed in consultation with legal
counsel involved in the defense of these matters and is based upon an analysis of potential results, assuming a
combination of litigation and settlement strategies. We do not believe these proceedings will have a material
adverse effect on our consolidated financial position. It is possible, however, that future results of operations for
any particular quarterly or annual period could be materially affected by changes in our assumptions or the
effectiveness of our strategies related to these proceedings.

Deferred Taxes

CONSOL Energy accounts for income taxes in accordance with Statement of Financial Accounting
Standard No. 109, “Accounting for Income Taxes” (SFAS No. 109) which requires that deferred tax assets and
liabilities be recognized using enacted tax rates for the effect of temporary differences between the book and tax
basis of recorded assets and liabilities. SFAS No. 109 also requires that deferred tax assets be reduced by a
valuation allowance if it is more likely than not that some portion of the deferred tax asset will not be realized. At
December 31, 2002, CONSOL Energy has deferred tax assets in excess of deferred tax liabilities of
approximately $513 million. The deferred tax assets are evaluated annually to determine if a valuation allowance
is necessary. To date, no valuation allowance has been recognized because CONSOL Energy has determined that
it is more likely than not that these deferred tax assets will be realized.

The purchase price allocation for the acquisition of Windsor Coal Company, Southern Ohio Coal Company
and Central Ohio Coal Company was completed in the twelve months ended December 31, 2002. As a result, the
$174 million of deferred tax assets initially recorded in the preliminary purchase price allocation was reversed.
The change in the purchase price allocation is reflected in the 2002 balance sheet. See Note 2 of the Notes to the
Consolidated Financial Statements.

Realization of our deferred tax assets is principally dependent upon our achievement of projected future
non-coal mining taxable income. Qur judgments regarding future profitability may change due to future market
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conditions, our ability to continue to successfully execute our business strategy and other factors. These changes,
if any, may require possible valuation allowances to be recognized. These allowances could materially impact net
income.

Coal and Gas Reserve Values

There are numerous uncertainties inherent in estimating quantities and values of economically recoverable
coal and gas reserves, including many factors beyond our control. As a result, estimates of economically
recoverable coal and gas reserves are by their nature uncertain. Information about our reserves consists of
estimates based on engineering, economic and geological data assembled and analyzed by our staff. The majority
of our gas reserves have been reviewed by independent experts. None of our coal reserves have been reviewed by
independent experts. Some of the factors and assumptions which impact economically recoverable reserve
estimates include:

& geological conditions;
historical production from the area compared with production from other producing areas;
the assumed effects of regulations and taxes by governmental agencies;

assumptions governing future prices; and

future operating costs.

Each of these factors may in fact vary considerably from the assumptions used in estimating reserves. For these
reasons, estimates of the economically recoverable quantities of coal and gas attributable to a particular group of
properties, and classifications of these reserves based on risk of recovery and estimates of future net cash flows,
may vary substantially. Actual production, revenues and expenditures with respect to our reserves will likely
vary from estimates, and these variances may be material.

Certain Trends and Uncertainties

In addition to the trends and uncertainties described in Item I of this Annual Report on Form 10-K under
“Coal Operations—Competition,” “Gas Operations—Competition” and “Regulations” and in Critical Accounting
Policies and elsewhere in this “Management’s Discussion and Analysis of Results of Operations and Financial
Condition,” CONSOL Energy is subject to the trends and uncertainties set forth below.

We have a significant amount of debt compared to our stockholders’ equity, which limits our flexibility,
imposes restrictions on us and could hinder our ability to compete and meet future capital and liguidity needs.

We are highly leveraged. At December 31, 2002, we had outstanding approximately $701 million in
aggregate principal amount of indebtedness, including capital leases, and total stockholders’ equity of $162
million.

The degree to which we are leveraged could have important consequences to us, including the following:

€@ asubstantial portion of our cash flow must be used to pay interest on our indebtedness and therefore is
not available for use in our business;

®  our high degree of indebtedness increases our vulnerability to changes in general economic and
industry conditions;

€  our ability to obtain additional financing for working capital, capital expenditures, general corporate
purposes or other purposes could be impaired;

®  because some of our borrowings are short-term or at variable rates of interest, we are vulnerable to
interest rate fluctuations, which could result in our incurring higher interest expenses if interest rates
increase;
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®  our failure to comply with covenants and restrictions contained in the terms of our borrowings could
lead to a default which could cause all or a significant portion of our debt to become immediately
payable; and

Stockholders’ equity was reduced by comprehensive losses of approximately $56 million in 2002 and $37
million in 2C01. These losses relate primarily to minimum pension liability as a result of the negative return on
plan assets for non-contributory defined benefit retirement plans covering substantially all employees not
covered by multi-employer retirement plans. Comprehensive losses are calculated annually and reflect a number
of factors including conditions in the stock markets and interest rates. We cannot predict whether we will be
required to recognize such losses in the future. Further comprehensive losses would erode our stockholders’
equity and possibly preclude our paying dividends, which likely would adversely affect our stock price.

In recent periods our operating results have deteriorated and we may incur losses in future periods.

Although we reported net income for each of the twelve months ended December 31, 2002, the six months
ended December 31, 2001 and the twelve months ended June 30, 2001, net income was attributable to income tax
benefits in the periods ended December 31, 2002 and 2001 and benefited substantially from export sales excise
tax resolution in the twelve months ended June 30, 2001. For the twelve months ended December 31, 2002 and
the six months ended December 31, 2001, we incurred losses before income tax benefits of $40.4 million and
$19.6 million. Our recent results reflect a number of factors, including the continued sluggish U.S. economy and
the lingering effects of higher than usual customer inventory levels. These and other conditions beyond our
control could continue to affect our business and we may incur losses in the future.

We may be unable to comply with restrictions imposed by our credit facilities and other debt agreements,
which could result in a defoult under these agreements.

Our credit facility imposes a number of restrictions on us. For example, it contains financial and other
covenants that create limitations on our ability to, among other things, borrow the full amount under our credit
facilities, incur additional debt, and require us to maintain various financial ratios and comply with various other
financial covenants. These financial covenants include a funded debt ratio that requires that we maintain a ratio
of total Indebtedness for Borrowed Money as of the last day of each quarter to total earnings before interest,
taxes, depreciation and amortization and excluding any extraordinary gains or losses for the four quarters ended
on that date of not more than 3 to 1 and a ratio for the last four consecutive quarters of total earnings before
interest, taxes, depreciation and amortization and excluding any extraordinary gains or losses to total interest
payable (including amortization of debt discount) on Indebtedness for Borrowed Money of not less than 4.5 to 1.
Our ability to comply with these restrictions depends upon our operating results, which recently have deteriorated
from earlier periods and which continue to be affected by the sluggish economy and other events beyond our
control. As a result, we may be unable to comply with these covenants and other restrictions in our credit facility.
A failure to comply with these restrictions could adversely affect our ability to borrow under our credit facilities
or result in an event of default under these agreements. In the event of a default, our lenders could terminate their
commitments to us and declare all amounts borrowed, together with accrued interest and fees, immediately due
and payable. If this were to occur, we might not be able to pay these amounts, or we might be forced to seek an
amendment to our debt agreements which could make the terms of these agreements more onerous for us. Failure
to comply with these restrictions, even if waived by our bank lenders, also could adversely affect our credit
ratings, which could increase the costs of debt financings to us and impair our ability to obtain additional debt
financing.

We cannot be certain that we will maintain our competitive position because coal and gas markets are highly
competitive and are affected by factors beyond our control,

We compete with coal producers in various regions of the United States for domestic sales, and we compete
both with domestic and foreign coal producers for sales in international markets. Demand for our coal by our
principal customers is affected by the price of competing coal and alternative fuel supplies, including nuclear,
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natural gas, oil and renewable energy sources, such as hydroelectric power. We sell coal to foreign electricity
generators and to the more specialized metallurgical coal market, both of which are significantly affected by
international demand and competition.

A significant decline in the prices we receive for our coal and gas could adversely affect our operating resulits
and cash flows.

Our results of operations are highly dependent upon the prices we receive for our coal and gas, which are
closely linked to consumption patterns of the electric generation industry and certain industrial and residential
patterns where gas is the principal fuel. For example, in calendar years 1998 and 1999, demand for coal
decreased because of the warm winters in the northeastern United States. This resulted in increased inventories
that caused pricing decreases in 1999. Substantially all of our natural gas production is sold at market sensitive
prices. Prices for natural gas are subject to volatile trading patterns. Extended or substantial price declines for
coal or gas would adversely affect our operating results for future periods and our ability to generate cash flows
necessary to improve productivity and expand operations.

We may not be able to produce sufficient amounts of coal to fulfill our customers’ requirements, which could
harm our customer relationships.

We may not be able to produce sufficient amounts of coal to meet customer demand, including amounts that
we are required to deliver under long-term contracts. Our inability to satisfy our contractual obligations could
result in our customers initiating claims against us. Our inability to satisfy demand could otherwise harm our
relationships with our customers.

If the coal or gas industry experiences evercapacity in the future, our profitability could be impaired.

During the mid-1970s and early 1980s, a growing coal market and increased demand for coal attracted new
investors to the coal industry, spurred the development of new mines and resulted in added production capacity
throughout the industry, all of which led to increased competition and lower coal prices. Increases in coal prices
similarly could encourage the development of expanded capacity by new or existing coal producers. Any
overcapacity could reduce coal prices in the future. Increased prices for gas typically stimulate additional
exploration and often result in additional supplies brought to market. Increased gas supply could reduce gas
prices in the future.

If customers do not extend existing contracts or enter into new long-term contracts for coal, the stability and
profitability of our operations could be affected.

During the twelve months ended December 31, 2002, approximately 82% of the coal we produced was sold
under contracts with terms of one year or more. The profitability of our long-term coal supply contracts depends
on a variety of factors, which vary from contract to contract and fluctuate during the contract term, and includes
our production costs and other factors. Price changes, if any, provided in long term supply contracts are not
intended to reflect our cost increases, and therefore increases in our costs may reduce our profit margins. In
addition, in periods of declining market prices, provisions for adjustment or renegotiation of prices and other
provisions may increase our exposure to short-term coal price volatility. If a substantial portion of our long-term
contracts are modified or terminated, we would be adversely affected to the extent that we are unable to find
other customers at the same level of profitability. As a result, we cannot assure you that we will be able to obtain
long-term agreements at favorable prices (compared to either market conditions, as they may change from time
to time, or our cost structure) or that they will contribute to our profitability.
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We depend on two custorners for a significant portion of cur revenues and the less of one or both of these
customers could adversely affect us.

During the twelve months ended December 31, 2002, Allegheny Energy accounted for approximately 15%
of our total revenue and American Electric Power accounted for approximately 11% of our total revenue. Qur
business and operating results could be adversely affected if either one of these customers does not continue to
purchase the same amount of coal or gas as it has purchased from us in the past or on terms, including pricing, it
has under existing agreements.

Some of our long-term contracts require us to supply all of our customers’ coal needs. If these customers’ coal
requirements decline, our operating resulis may be adversely affected.

We have requirements contracts with certain customers which require us to supply all of those customers’
coal needs but allow the customers to defer or vary the amount of coal that they accept. During 2002, the
reduction in the amount required by certain of these customers contributed to the reduction in our earnings when
we could not find alternative customers at the same price and volume levels. If these or other customers with
requirements contracts need less coal in the future, it could adversely affect our operating results.

The creditworthiness of our customer base has declined.

Our ability to receive payment for coal or gas sold depends on the creditworthiness of our customers. In
general, the creditworthiness of our customers has declined. If this trend were to continue, the number of
customers with acceptable credit profiles could decline.

We may not be able to accomplish acquisitions effectively, which requires us to outbid competitors, obtain
Jfinancing on acceptable terms and integrate acquired operations

The energy industry is a rapidly consolidating industry, with many companies seeking to consummate
acquisitions and increase their market share. In this environment, we compete and will continue to compete with
many other buyers for acquisitions. Some of those competitors may be able to outbid us for acquisitions because
they have greater financial resources. As a result of these and other factors, future acquisitions may not be
available to us on attractive terms. Our ability to consummate any acquisition will be subject to various
conditions, including the negotiation of satisfactory agreements and obtaining necessary regulatory approvals and
financing. Once any acquisition is completed, we may not be able to achieve expected operating benefits through
cost reductions, increased efficiency and integration with our existing operations. As a result, our operating
results may be adversely affected.

Disputes with our customers concerning contracts can result in litigation, which could result in our paying
substantial damages.

From time to time, we have disputes with our customers over the provisions of long-term contracts relating
to, among other things, coal quality, pricing and quantity. We may not be able to resolve any future disputes in a
satisfactory manner, which could result in our paying substantial damages.

Coal mining is subject to conditions or events beyond our control, which could cause our quarterly or annual
results to deteriorate.

Our coal mining operations are predominantly underground mines. These mines are subject to conditions or
events beyond our control that could disrupt operations, affect production and the cost of mining at particular
mines for varying lengths of time and have a significant impact on our operating results. These conditions or
events have included:

@  variations in thickness of the layer, or seam, of coal;
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@ amounts of rock and other natural materials and other geological conditions;
® equipment failures or repair;
® fires and other accidents; and

®  weather conditions.

We face numerous uncertainties in estimating our economically recoverable coal and gas reserves, and
inaccuracies in our estimates could result in lower thar expected revenues, higher than expected costs and
decreased profitability.

There are numerous uncertainties inherent in estimating quantities and values of economically recoverable
coal and gas reserves, including many factors beyond our control. As a result, estimates of economically
recoverable coal and gas reserves are by their nature uncertain. Information about our reserves consists of
estimates based on engineering, economic and geological data assembled and analyzed by our staff. The majority
of our gas reserves have been reviewed by independent experts. None of our coal reserves have been reviewed by
independent experts.

Some of the factors and assumptions which impact economically recoverable reserve estimates include:

® geological conditions;

®  historical production from the area compared with production from other producing areas;

& the assumed effects of regulations and taxes by governmental agencies;

®  assumptions governing future prices; and

@ future operating costs.

Each of these factors may in fact vary considerably from the assumptions used in estimating reserves. For
these reasons, estimates of the economically recoverable quantities of coal and gas attributable to a particular
group of properties, and classifications of these reserves based on risk of recovery and estimates of future net
cash flows, may vary substantially. Actual production, revenues and expenditures with respect to our reserves

will likely vary from estimates, and these variances may be material. As a result, our estimates may not
accurately reflect our actual reserves.

The exploration for, and preduction of, gas is an uncertain process with many risks.

The exploration for and production of gas involves numerous risks. The cost of drilling, completing and
operating wells for coalbed methane or other gas is often uncertain, and a number of factors can delay or prevent
drilling operations or production, including:

® unexpected drilling conditions;

®  pressure or irregularities in formations;

®  equipment failures or repairs;

@ fires or other accidents;

©  adverse weather conditions;

& pipeline ruptures or spills;

@ compliance with governmental requirements; and

®  shortages or delays in the availability of drilling rigs and the delivery of equipment.
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Our future drilling activities may not be successful, and we cannot be sure that our drilling success rates will
not decline. Unsuccessful drilling activities could result in higher costs without any corresponding revenues.
Also, we may not be able to obtain any options or lease rights in potential drilling locations that we identify
which, among other things, could prevent us from producing gas at potential drilling locations.

Disruption of rail, barge and other systems which deliver our coal, or of pipeline systems which deliver our
gas, or increase in transportation costs could make our coal or gas less competitive.

Coal producers depend upon rail, barge, trucking, overland conveyor and other systems to provide access to
markets. Disruption of transportation services because of weather-related problems, strikes, lock-outs or other
events could temporarily impair our ability to supply coal to customers and adversely affect our profitability.
Transportation costs represent a significant portion of the delivered cost of coal and, as a result, the cost of
delivery is a critical factor in a customer’s purchasing decision. Increases in transportation costs could make our
coal less competitive.

The marketability of our gas production partly depends on the availability, proximity and capacity of
pipeline systems owned by third parties. Unexpected changes in access to pipelines could adversely affect our
operations.

Government laws, regulations and other legal requirements relating to protection of the environment and
health and safety matters increase our costs of doing business and may restrict our operations.

We are subject to laws, regulations and other legal requirements enacted or adopted by federal, state and
local, as well as foreign, authorities relating to protection of the environment and health and safety matters,
including those legal requirements that govern discharges of substances into the air and water, the management
and disposal of hazardous substances and wastes, the cleanup of contaminated sites, groundwater quality and
availability, plant and wildlife protection, reclamation and restoration of mining properties after mining is
completed and control of surface subsidence from underground mining. Complying with these requirements,
including the terms of our permits, has had, and will continue to have, a significant effect on our costs of
operations and competitive position. In addition, we could incur substantial costs, including clean up costs, fines
and civil or criminal sanctions and third party damage claims for personal injury, property damage, wrongful
death, or exposure to hazardous substances, as a result of violations of or liabilities under environmental laws.

For example, we incur and will continue to incur significant costs associated with the investigation and
remediation of environmental contamination under the federal Comprehensive Environmental Response,
Compensation, and Liability Act (Superfund) and similar state statutes and have been named as a potentially
responsible party at Superfund sites in the past. Our costs for these matters, which currently relate predominantly
to one site, could exceed our current accruals, which were $2.9 million at December 31, 2002. The discovery of
additional contaminants or the imposition of additional clean-up obligations or other liabilities could result in
substantially greater costs than we have estimated.

We must obtain governmental permits and approvels for mining operations, which can be a costly and time
consuming process and result in restrictions on our operations.

Regulatory authorities exercise considerable discretion in the timing and scope of permit issuance.
Requirements imposed by these authorities may be costly and time consuming and may result in delays in the
commencement or continuation of exploration or production operations. For example, we often are required to
prepare and present to federal, state and local authorities data pertaining to the effect or impact that proposed
exploration for or production of coal may have on the environment. Further, private individuals and the public at
large possess rights to comment on and otherwise engage in the permitting process, including through
intervention in the courts. Accordingly, the permits we need may not be issued, or if issued, may not be issued in
a timely fashion, or may involve requirements which restrict our ability to conduct our mining operations or to do
so profitably.
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The characteristics of coal may make it difficult for coal users to comply with various environmental
standards related to coal combustion. As a result, they may switch to other fuels, which would affect the
volume of our sales.

Coal contains impurities, including sulfur, mercury, chlorine and other regulated elements or compounds,
many of which are released into the air when coal is burned. Stricter environmental regulations of emissions from
coal-fired electric generating plants could increase the costs of using coal thereby, reducing demand for coal as a
fuel source and the volume of our coal sales. Stricter regulations could make coal a less attractive fuel alternative
in the planning and building of utility power plants in the future.

For example, in order to meet the federal Clean Air Act limits for sulfur dioxide emissions from electric
power plants, coal users may need to install scrubbers, use sulfur dioxide emission allowances (some of which
they may purchase), blend high sulfur coal with low sulfur coal or switch to other fuels. Each option has
limitations. Lower sulfur coal may be more costly to purchase on an energy basis than higher sulfur coal
depending on mining and transportation costs. The cost of installing scrubbers is significant and emission
allowances may become more expensive as their availability declines. Switching to other fuels may require
expensive modification of existing plants. Because higher sulfur coal currently accounts for a significant portion
of our sales, the extent to which power generators switch to low-sulfur fuel could materially affect us if we
cannot offset the cost of sulfur removal by lowering the costs of delivery of our higher sulfur coals on an energy
equivalent basis.

Other new and proposed reductions in emissions of mercury, nitrogen oxides, particulate matter or
greenhouse gases may require the installation of additional costly control technology or the implementation of
other measures, including switching to other fuels. These new and proposed reductions will make it more costly
to operate coal-fired plants and could make coal a less attractive fuel alternative to the planning and building of
utility power plants in the future. For example, the Environmental Protection Agency would require reduction of
nitrogen oxide emissions in 22 eastern states and the District of Columbia and of particulate matter emissions
over the next several years. In addition, Congress and several states are now considering legislation to further
control air emissions of multiple pollutants from electric generating facilities and other large emitters. To the
extent that any new requirements affect our customers, this could adversely affect our operations and results.

We have significant reclamation and mine closure obligations. If the assumptions underlying our accruals are
materially inaccurate, we could be reguired to expend greater amounts than anticipated.

The Surface Mining Control and Reclamation Act establishes operational, reclamation and closure standards
for all aspects of surface mining as well as most aspects of deep mining. We accrue for the costs of current mine
disturbance and of final mine closure, including the cost of treating mine water discharge where necessary.
Estimates of our total reclamation and mine-closing liabilities, which are based upon permit requirements and our
experience, were $391 million at December 31, 2002. These obligations are unfunded. If these accruals are
insufficient or our liability in a particular year is greater than currently anticipated, our future operating results
could be adversely affected.

A recent court decision which extends prohibitions previously applicable only to surface mines to
underground mines as well, could limit or even preclude our use of longwall mining and restrict the
operations or require the closing of several of our underground mines.

The United States District Court for the District of Columbia in Citizens Coal Council v. Norton and the
National Mining Association held that the Surface Mining Control and Reclamation Act’s prohibitions on surface
coal mining within or nearby certain designated areas listed in Section 522(e) of the Act apply to underground
mining beneath those areas as well. The Court’s ruling overturned the Office of Surface Mining rule interpreting
the Surface Mining Control and Reclamation Act, which confirmed that certain prohibitions on surface mining
do not apply to underground mining. These prohibitions would affect a number of our underground mines and




MANAGEMENT DISCUSSION AND ANALYSIS

particularly mines employing longwall mining. Future longwall mining of some of our coal reserves may no
longer be economically feasible because the large, contiguous coal reserves needed to perform longwall mining
would be continually interrupted by the blocks of coal required to be left in place to protect designated areas. The
National Mining Association, the Department of Interior and Office of Surface Mining have filed a motion to
stay the decision.

Federal, state and local authorities extensively regulate our gas production activities.

The gas industry is subject to extensive legislation and regulation, which is under constant review for
amendment or expansion. Any changes may affect, among other things, the pricing or marketing of gas
production. State and local authorities regulate various aspects of gas drilling and production activities, including
the drilling of wells (through permit and bonding requirements), the spacing of wells, the unitization or pooling,
of gas properties, environmental matters, safety standards, market sharing and well site restoration. If we fail to
comply with statutes and regulations, we may be subject to substantial penalties, which would decrease our
profitability.

Deregulation of the electric utility industry could have unanticipated effects on our industry.

Deregulation of the electric utility industry will enable purchasers of electricity to shop for the lowest cost
suppliers. If our electric power generator customers become more sensitive to long-term price or quantity
commitments in a more competitive environment, it may be more difficult for us to enter into long-term contracts
and could subject our revenue stream to increased volatility which may adversely affect our profitability.
Deregulation of the power industry may have other consequences for our industry, such as efforts to reduce coal
prices, which may have a negative effect on our operating results.

The passage of legislation responsive to the Framework Convention on Global Climate Change or similar
governmental initiatives could result in restrictions on coal use.

The United States and more than 160 other nations are signatories to the 1992 Framework Convention on
Global Climate Change which is intended to limit or capture emissions of greenhouse gases, such as carbon
dioxide. In December 1997, in Kyoto, Japan, the signatories to the convention established a binding set of
emissions targets for developed nations. Although the specific emissions targets vary from country to country,
the United States would be required to reduce emissions to 93% of 1990 levels over a five-year budget period
from 2008 through 2012. The United States Senate is not expected to ratify the emissions targets. President Bush
has stated that he does not support the Kyoto Protocol and has proposed an alternative to reduce United States
emissions of greenhouse gases. If the Kyoto Protocol or other comprehensive legislation focusing on greenhouse
gas emissions is enacted by the United States, it could have the effect of restricting the use of coal. Other efforts
to reduce emissions of greenhouse gases and federal initiatives to encourage the use of natural gas also may
affect the use of coal as an energy source.

We are subject to the federal Clean Water Act and similar state laws which impose treatment, monitoring and
reporting obligations.

The federal Clean Water Act and corresponding state laws affect coal mining operations by imposing
restrictions on discharges into regulated waters. Permits requiring regular monitoring and compliance with
effluent limitations and reporting requirements govern the discharge of pollutants into regulated waters. We
believe that we have obtained all permits required under the Clean Water Act and corresponding state laws and
are in substantial compliance with such permits. However, there can be no assurance that new requirements
under the Clean Water Act and corresponding state laws will not cause us to incur significant additional costs
that adversely affect our operating results.
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We have significant obligations for long-term employee benefits for which we accrue based upon assumptions
which, if inaccurate, could result in our being required to expend greater amounts than anticipated.

We provide various long-term employee benefits to inactive and retired employees. We accrue amounts for
these obligations. At December 31, 2002, the current and non-current portions of these obligations included:

®  post retirement medical and life insurance ($1.5 billion);

e  coal workers’ black lung benefits ($462 miilion); and

@  workers’ compensation ($317 million)
These obligations have been estimated based on assumptions, which are described in the notes to our
consolidated financial statements. However, if our assumptions are inaccurate, we could be required to expend
greater amounts than anticipated. These obligations are unfunded, except for coal workers’ black lung, which is

under 10% funded. In addition, several states in which we operate consider changes in workers’ compensation
laws from time to time. Such changes, if enacted, could adversely affect us.

New regulations have expanded the definition of black lung disease and generally made it easier for claimants
to assert and prosecute claims, which could increase our exposure to black lung benefit liabilities.

In January 2001, the United States Department of Labor amended the regulations implementing the federal
black lung laws to give greater weight to the opinion of a claimant’s treating physician, expand the definition of
black lung disease and limit the amount of medical evidence that can be submitted by claimants and respondents.
The amendments also alter administrative procedures for the adjudication of claims, which, according to the
Department of Labor, results in streamlined procedures that are less formal, less adversarial and easier for
participants to understand. These and other changes to the federal black lung regulations could significantly
increase our exposure to black lung benefits liabilities.

In recent years, legislation on black lung reform has been introduced but not enacted in Congress. It is
possible that this legislation will be reintroduced for consideration by Congress. If any of the proposals included
in this or similar legislation is passed, the number of claimants who are awarded benefits could significantly
increase. Any such changes in black lung legislation, if approved, may adversely effect our business, financial
condition and results of operations.

Fairmont Supply Company, our subsidiary, is a co-defendant in various asbestos litigation cases which allege
that Fairmont distributed industrial supply products containing asbestos. To date, payments by Fairmont with
respect to asbestos cases have not been material. However, there cannot be any assurance that payments in the
SJuture with respect to asbestos cases will not be material.

One of our subsidiaries, Fairmont Supply Company, which distributes industrial supplies, currently is
defending against approximately 21,000 asbestos claims in state courts in Pennsylvania, Ohio, West Virginia and
Mississippi. Because a very small percentage of products manufactured by third parties and supplied by Fairmont
in the past may have contained asbestos and many of the pending claims are part of mass complaints filed by
hundreds of plaintiffs against a hundred or more defendants, it has been difficult for Fairmont to determine how
many of the cases actually involve valid claims or plaintiffs who were actually exposed to asbestos-containing
products supplied by Fairmont. In addition, while Fairmont may be entitled to indemnity or contribution in
certain jurisdictions from manufacturers of identified products, the availability of such indemnity or contribution
1s unclear at this time and, in recent years, some of the manufacturers named as defendants in these actions have
sought protection from these claims under bankrupicy laws. Fairmont has no insurance coverage with respect to
these asbestos cases. To date, payments by Fairmont with respect to asbestos cases have not been material.
However, there cannot be any assurance that payments in the future with respect to pending or future asbestos
cases will not be material to the financial position, results of operations or cash flows of CONSOL. Energy.
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We have been informed by insurance companies that, unless provided with collateral, they no longer will issue
surety bonds that we and other coal mining companies are required by law to obtain.

Various federal or state laws and regulations require us to obtain surety bonds or to provide other assurance
of payment for certain of our long-term liabilities including mine closure or reclamation costs, workers’
compensation and other post employment benefits. We, along with other participants in the coal industry, have
been informed by the insurance companies that they no longer will provide surety bonds for workers
compensation and other post employment benefits without collateral. Although it may be possible to satisfy our
obligations under these statutes and regulations, or it may be possible to satisfy the insurance companies requests
for collateral, by providing letters of credit or other assurances of payment, we cannot be certain that we can
obtain these or that they would not be significantly more costly than surety bonds have been or otherwise impose
restrictions on us.

Liquidity and Capital Rescurces

CONSOL Energy generally has satisfied its working capital requirements and funded its capital
expenditures and debt-service obligations from cash generated from operations and proceeds from borrowings. A
principal source of borrowing is the issuance of commercial paper. At December 31, 2002, CONSOL Energy had
an aggregate principal amount outstanding of $203 million of commercial paper. In September 2002, CONSOL
Energy entered into a new Senior Credit Facility that provides for an aggregate of $485 million that may be used
to pay commercial paper, for issuing letters of credit and for other borrowings. This facility replaces a $400
million credit facility, which expired in September 2002. The current agreement consists of a 364-day $218
million credit facility which expires in September 2003, and a three year $267 million credit facility which
expires in September 2005. Interest is based at our option, upon the Prime (Base) Rate or London Interbank
Offered Rates (LIBOR) plus a spread, which is dependent on our credit rating. The agreement has various
covenants, including covenants that limit our ability to dispose of assets and merge with another corporation. We
are also required to maintain a ratio of total consolidated indebtedness to twelve month trailing earnings before
interest, taxes, depreciation, depletion and amortization (EBITDA) of not more than 3.25 to 1.0 measured
quarterly (3.0 to 1.0 for quarters after December 31, 2002). This ratio was 2.57 to 1.0 at December 31, 2002. In
addition, we are required to maintain a ratio of twelve month trailing EBITDA to interest expense and
amortization of debt of no less than 4.5 to 1.0 measured quarterly. This ratio was 5.66 to 1.0 at December 31,
2002. At December 31, 2002, this facility had $246 million of additional capacity. At February 28, 2003, this
facility had $243 million of additional capacity.

CONSOL Energy believes that cash generated from operations and its borrowing capacity will be sufficient
to meet its working capital requirements, anticipated capital expenditures (other than major acquisitions),
scheduled debt payments and anticipated dividend payments in 2003. Nevertheless, the ability of CONSOL
Energy to satisfy its debt service obligations, to fund planned capital expenditures or pay dividends will depend
upon its future operating performance, which will be affected by prevailing economic conditions in the coal and
gas industries and other financial and business factors, some of which are beyond CONSOL Energy’s control.

On March 7, 2002, CONSOL Energy issued $250 million principal amount of 7.875% notes due in 2012.
The notes were issued at 99.174% of the principal amount and CONSOL Energy received approximately $246
million of net proceeds. Interest on the notes is payable March 1 and September 1 of each year. Payment of the
principal and premium, if any, and interest on the notes are guaranteed by several CONSOL Energy subsidiaries
that incur or guarantee certain indebtedness. The notes are senior unsecured obligations and rank equally with all
other unsecured and unsubordinated indebtedness of the guarantors. CONSOL Energy paid approximately $4
million for debt issuance costs related to these notes. The debt issuance costs are being amortized using the
straight-line method and are included in the interest expense line on the Income Statement. In connection with
the issuance of these notes, CONSOL Energy entered into a financial derivative contract that essentially fixed the
underlying treasury rate (the rate upon which the interest rate for the notes was based) at 4.928% per annum. This
contract resulted in a net payment of $1.3 million to CONSOL Energy. This receipt was treated as a cash flow
hedge and therefore, resulted in other comprehensive income of $0.8 million (net of $0.5 million deferred tax),
which will be amortized to interest income over the life of the notes.
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On July 17, 2002, one of CONSOL Energy’s subsidiaries, CONSOL Energy Australia PTY Limited (CEA),
along with Maitland Main Collieries (MMC), entered into a Syndicated Multi-Option Facility Agreement with
Australia and New Zealand Banking Group Limited to provide project finance for development and operation of
the Glennies Creek Mine located in New South Wales, Australia. CEA and MMC have equal ownership in the
Glennies Creek Mine. Under the agreement, three borrowing facilities were created. In total, these facilities allow
CEA to borrow up to $23 million in stages through 2005. The facilities have various payment dates through
2009. Under these agreements, CEA was required to enter into interest rate hedge contracts and foreign currency
swap agreements. The LIBOR and Australian Bank Bill Rate exposure was hedged by entering into interest rate
swap contracts to provide the required hedge protection of 95% of the forecasted principal outstanding until
March 31, 2004. Thereafter, hedge protection of 75% of the forecasted principal outstanding is required. The
market value of these contracts was a $0.9 million liability as of December 31, 2002. These contracts were
treated as cash flow hedges and, therefore, resulted in other comprehensive loss of $0.6 million (net of $0.3
million deferred tax). Foreign currency swap contracts were executed on July 10, 2002 to permit CEA to
purchase Australian dollars at a fixed exchange rate. CEA entered into these swaps in order to minimize exposure
to foreign exchange rate fluctuations. Future swap contracts will be made in order to satisfy the requirement to
provide protection of the forecasted currency exposure for a rolling two-year period. For accounting purposes,
these contracts did not qualify as hedges. As a result, $0.8 million and $0.2 million of income was recorded in
CONSOL Energy’s consolidated financial statements for the quarter and year ended December 31, 2002,
respectively.

In order to manage the market risk exposure of volatile natural gas prices in the future, CONSOL Energy
enters into various physical gas supply transactions with our gas marketers (selling gas under short-term multi-
month contract nominations generally not exceeding one year.) CONSOL Energy has also entered into a single
float for fixed swap transaction that qualifies as a financial cash flow hedge which exists parallel to the
underlying physical transactions. This transaction resulted in other comprehensive loss of $1.8 million (net of
$1.2 million of deferred tax).

CONSOCL Energy frequently evaluates potential acquisitions. CONSOL Energy has funded acquisitions
primarily with cash generated from operations and a variety of other sources, depending on the size of the
transaction, including debt financing. There can be no assurance that such additional capital resources will be
available to CONSOL Energy on terms which CONSOL Energy finds acceptable, or at all.

Cash Flows

Net cash provided by operating activities was $330 million in the twelve months ended December 31, 2002
compared to $347 million in the twelve months ended December 31, 2001. The change in net cash provided by
operating activities was primarily due to decreases in net income, as previously discussed, increases in coal
inventory, and a one-time workers’ compensation payment made to the state of West Virginia. These decreases
to operating cash flow were offset, in part, by reduced tax payments related to the refunds received in the 2002
period due to changes in filing positions and the recognition of amounts in the 2001 period attributable to
anticipated refunds for excise tax funds previously paid. Approximately $4 million of these receivables have
been collected in the 2002 period and $34 million in the 2001 period.

Net cash used in investing activities was $340 million in the 2002 period compared to $114 million in the
2001 period. The change in net cash used in investing activities primarily reflects the $336 million received in
the acquisition during 2001 of Windsor Coal Company, Southern Chio Coal Company and Central Chio Coal
Company, reduced by the $175 million cash expenditures for the acquisition of Line Creek Mine Joint Venture,
Glennies Creek Mine Joint Venture, the remaining 50% of Pocahontas Gas Partnership and the remaining 25% of
Cardinal States Gathering Company in the 2001 period. Cash used in investing activities was also increased due
to $27 million of additional capital expenditures in the 2002 period compared to the 2001 period. Capital
expenditures were $295 million in the 2002 period compared to $268 million in the 2001 period. Capital
expenditures increased due mainly to the expansion of the McElroy preparation plant and the addition of a
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longwall at this mining complex. These additions were being completed in preparation of increased shipments
under the sales contract with American Electric Power signed July 2001. Mines of the companies which we
acquired from American Electric Power have been closed. The mines these companies control have been closed
and the contract will be satisfied by coal mined from McElroy and other CONSOL Energy mines. The change in
net cash used in investing activities was also due to a use of cash for investments in equity affiliates of $68
million in the 2002 period compared to $5 million in the 2001 period. This was primarily due to the $28 million
in payments made to a joint-venture with Allegheny Energy Supply Company, LLC, an affiliate of one of our
largest coal customers, to build an 88-megawatt, gas-fired electric generating facility and $17 million for the
development of our 50% joint-venture in Glennies Creek Mine in Australia. Cash used in investing activities also
changed due to cash generated by 50% of Pocahontas Gas Partnership and 25% of Cardinal States Gathering
Company through August 22, 2001 when these entities were accounted for on the equity method. The remaining
50% of Pocahontas Gas Partnership and the remaining 25% of Cardinal States Gathering Company were
purchased on this date and these entities became fully consolidated.

Net cash provided by financing activities was $6 million in the 2002 period. Net cash used in financing
activities was $228 million in the 2001 period. The change in net cash provided by or used in financing activities
primarily reflects the net proceeds of approximately $246 million from the March 7, 2002 issuance of 7.875%
notes due 2012. Net cash provided also increased $22 million due to the reduction of quarterly dividend
payments to $0.14 per share beginning with the quarter ended June 30, 2002 from $0.28 per share dividend paid
for each previous quarter. Net cash provided also increased due to $16 million of additional payments being
made from the proceeds of the notes issued to reduce the outstanding principal balance of commercial paper in
the 2001 period than were made in the 2002 period. These sources of cash were offset, in part, by scheduled
payments of $66 million made on unsecured notes that matured in 2002.

The following is a summary of our significant contractual obligations at December 31, 2002 (in thousands}):

Payments due by Year
Within 1 Year 2-3 Years 4-5Years After5 Years Total

Short-term Notes Payable .................... $ 20 8 — 8 — 5§ — $ 205
Long-termDebt ......... ... ... .. ... .... 3,372 50,782 56,536 378,217 488,907
Capital Lease Obligations .................... 5,603 3,076 — — 8,679
Operating Lease Obligations .................. 13,180 22,661 15,878 9,845 61,564
Total Contractual Obligations ................. $22,360  $76,519 $72414  $388,062  $559,355

Additionally, we have long-term liabilities relating to other post employment benefits, work-related injuries and
illnesses, defined benefit pension plans, mine reclamation and closure, and other long-term liability costs. We
estimate the payments, net of any applicable trust reimbursements, related to these items at December 31, 2002
(in thousands) to be:

Payments due by Year

Within 1 Year 2-3 Years 4-5 Years Total

$254,261 $559,876 $520,259 $1,334,396

As discussed in “Critical Accounting Policies” and in the Notes to our Consolidated Financial Statements,
our determination of these long-term liabilities is calculated annually and is based on several assumptions,
including then prevailing conditions, which may change from year to year. In any year, if our assumptions are
inaccurate, we could be required to expend greater amounts than anticipated. Moreover, in particular, for periods
after 2003 our estimates may change from the amounts included in the table, and may change significantly, if our
assumptions change to reflect changing conditions. For example, the payments due in years 2-3 include an
estimate of approximately $50 million related to a final payout under a long-term coal contract which was
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entered into in 1984. Under this agreement, CONSOL Energy was reimbursed for estimated post closure
reclamation costs plus a contingency over coal shipments made to the customer. Upon final bond release of the
affected areas, reclamation costs versus monies received for reclamation over the life of the contract would be
actualized.

Capital expenditures were $295 million in the 2002 period compared to $268 million in the 2001 period. We
currently anticipate capital expenditures for the year ending December 31, 2003 to be $266 million. We also
currently anticipate capital expenditures related to investment in affiliates for the year ending December 31, 2003
to be $38 million. However, we may choose to defer certain capital projects in light of operating resuits. Capital
expenditures for pollution abatement and reclamation are projected to be $4 million for the year ending
December 31, 2003. Our capital expenditures have been and will be primarily used for replacement of mining
and gas equipment, the expansion of mining and gas capacity and projects to improve the efficiency of the
mining and gas operations. The projected capital expenditures for 2003 are not committed and are expected to be
funded with cash generated by operations. In addition, cash requirements to fund employee-related, mine closure
and other long-term liabilities included above, along with obligations related to long-term debt, capital and
operating leases, are expected to be funded with cash generated by operations. If cash flow from operations is not
sufficient to cover expenditures in the future, we expect to rely on the issuance of commercial paper. Our
commercial paper program currently provides for borrowings, including the issuance of letters of credit and other
borrowings, of up to $485 million through September 2003, at which time the facility provides availability for
these purposes of $267 million. We intend to seek the extension of the $218 million portion of the credit facility
that expires in September 2003.

Debt

At December 31, 2002, CONSOL Energy had total long-term debt of $497 million outstanding, including
current portion of long-term debt of $9 million This long-term debt consisted of:

®  An aggregate principal amount of $248 million ($250 million of 7.875% notes due in 2012, net of $2
million unamortized debt discount). The notes were issued at 99.174% of the principal amount. Interest
on the notes is payable March 1 and September | of each year. Payment of the principal and premium,
if any, and interest on the notes are guaranteed by several CONSOL Energy subsidiaries that incur or
guarantee certain indebtedness. The notes are senior unsecured obligations and will rank equally with
all other unsecured and unsubordinated indebtedness of the guarantors;

@  An aggregate principal amount of $90 million of unsecured notes which bear interest at fixed rates
ranging from 8.21% to 8.28% per annum and are due at various dates between 2003 and 2007;

®  An aggregate principal amount of $103 million of two series of industrial revenue bonds which were
issued to finance the Baltimore port facility and bear interest at 6.50% per annum and mature in 2010
and 2011;

@  $15 million aggregate principal amount of borrowings under a term loan facility which allows
CONSOL Energy Australia Pty Limited to borrow up to $16.5 million through March 31, 2004. The
borrowed funds must be used for expenditures related to the design, construction, and acquisition of
longwall mining equipment and infrastructure upgrades for the longwall mining equipment to enable
the extraction of coal using longwall mining methods at Glennies Creek Mine, the joint venture owned
50% by CONSOL Energy Australia Pty Limited. Interest is paid quarterly at a rate of LIBOR plus
1.75%. The principal balance is payable in equal installments on March 31 and September 30
commencing March 31, 2006 and ending March 31, 2009.

®  $32 million in advance royalty commitments with an average interest rate of 7.538% per annum; and

©  An aggregate principal amount of $8 million of capital leases with an interest rate of 7.05% to 7.5% per
annum.
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At December 31, 2002, CONSOL Energy had an aggregate principal amount of $203 million of commercial
paper outstanding that had maturities remaining of 1 to 30 days with interest rates ranging from 1.65% to 1.95%
per annum.

CONSOL Energy’s commercial paper program has been backed by a Senior Revolving Credit facility
provided by a bank syndicate. The most recent facility, established in September 2002, provides for an aggregate
of $485 million that may be used for commercial paper maturities, letters of credit and borrowings for other
corporate purposes. This agreement replaces a $400 million credit facility, which was to expire in September
2002. The current agreement consists of a 364-day $218 million credit facility which expires in September 2003,
and a three year $267 million credit facility which expires in September 2005. Interest is payable based, at our
option, upon the Prime (Base) Rate or London Interbank Offered Rates (LIBOR) plus a spread, which is
dependent on our credit rating. The agreement has various covenants, including covenants that limit our ability to
dispose of assets and merge with another corporation. We are also required to maintain a ratio of total
consolidated indebtedness to twelve month trailing earnings before interest, taxes, depreciation, depletion and
amortization (EBITDA) of not more than 3.25 to 1.0 measured quarterly (3.0 to 1.0 for quarters after December
31, 2002). This ratio was 2.57 to 1.0 at December 31, 2002. In addition, we are required to maintain a ratio of
twelve month trailing EBITDA to interest expense and amortization of debt of no less than 4.5 to 1.0 measured
quarterly. This ratio was 5.66 to 1.0 at December 31, 2002. At December 31, 2002, this facility had $246 million
of additional capacity remaining. At February 28, 2002, this facility had $243 million of additional capacity.

At December 31, 2002, four letters of credit have been issued that are supported by the Senior Revolving
Credit facility. The letters of credit total $35 million and were issued to the United Mine Workers of America
1992 Benefit Fund, the Illinois Industrial Commission for self insuring workers’ compensation, Old Republic
Insurance for self insuring workers’ compensation and the U.S. Department of Labor for self insuring Longshore
and Harborworkers’ compensation.

Stockholders’ Equity and Dividends

CONSOL Energy had stockholders’ equity of $162 million at December 31, 2002 and $272 million at
December 31, 2001. Stockholders’ equity was reduced by $56 million in 2002 and $38 million in 2001 due to
Other Comprehensive Losses. These losses relate primarily to minimum pension liability as a result of the
negative return on plan assets for non-contributory defined benefit retirement plans covering substantially all
employees not covered by multi-employer retirement plans. Comprehensive losses are calculated annually and
reflect a number of factors including conditions in the stock markets and interest rates. See Consolidated
Statements of Stockholders’ Equity and Note 20 of the Notes to Consolidated Financial Statements.

CONSOL Energy paid ordinary cash dividends of $66 million during the twelve months ended December
31, 2002, $44 million during the six months ended December 31, 2001 and $88 million during the twelve months
ended June 30, 2001. The Board of Directors declared a dividend on January 27, 2003 of $0.14 per share of
common stock for shareholders of record on February 10, 2003, payable on February 28, 2003. The Board of
Directors currently intends to pay quarterly dividends on the common stock. The declaration and payment of
dividends by CONSOL Energy is subject to the discretion of the Board of Directors, and no assurance can be
given that CONSOL Energy will pay such dividends or any additional dividends in the future. The determination
as to the payment of dividends will depend upon, among other things, general business conditions, CONSOL
Energy’s financial results, contractual and legal restrictions regarding the payment of dividends by CONSOL
Energy, the credit ratings of CONSOL Energy, planned investments by CONSOL Energy and such other factors
as the Board of Directors deems relevant. Current outstanding indebtedness of CONSOL Energy does not restrict
CONSOL Energy’s ability to pay cash dividends, except that the credit facility would not permit dividends in the
event of a default.
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Inflation

Inflation in the United States has been relatively low in recent years and did not have a material impact on
CONSOL Energy’s results of operations for the twelve months ended December 31, 2002, six months ended
December 31, 2001 or the twelve months ended June 30, 2001.

Recent Accounting Pronouncements

We have reviewed the impacts of Statement of Financial Accounting Standards No. 143, “Accounting for
Asset Retirement Obligations” on the accounting treatment of reclamation, mine closing and gas well closing.
This statement requires the fair value of an asset retirement obligation be recognized in the period in which it is
incurred if a reasonable estimate of fair value can be made. The present value of the estimated asset retirement
costs are capitalized as part of the carrying amount of the long-lived asset. Asset retirement obligations primarily
relate to the closure of mines and gas wells and the reclamation of land upon exhaustion of coal and gas reserves.
Under previous accounting standards, such obligations were recognized ratably over the life of the producing
assets, primarily on a units-of-production basis.

Effective January 1, 2003, CONSOL Energy will adopt SFAS No. 143, as required. The cumulative effect
on net income of adopting SFAS No. 143 is expected to be minimal. CONSOL Energy is anticipating the effect
to be a gain of approximately $5 million, net of a tax cost of $3 million. At the time of adoption, total assets, net
of accumulated depreciation, will increase approximately $59 million, and total liabilities will increase
approximately $51 million. The amounts recorded upon adoption are dependent upon a number of variables,
including the estimated future retirement costs, estimated proved reserves, assumptions involving profit margins,
inflation rates, and the assumed credit-adjusted risk-free interest rate.

Previous accounting standards generally used the units of production method to match estimated retirement
costs with the revenues generated by the producing assets. In contrast, SFAS No. 143 requires depreciation of the
capitalized asset retirement cost and accretion of the asset retirement obligation over time. The depreciation will
generally be determined on a units of production basis, whereas the accretion to be recognized will escalate over
the life of the producing assets, typically as production declines. Because of the long lives of the underlying
producing assets, the impact on net income in the near term is not expected to be material.

In July 2001, Statement of Financial Accounting Standards No. 144, “Impairment or Disposal of Long-
Lived Assets,” was issued and was effective for CONSOL Energy in 2002. The provisions of this statement
provide a single accounting model for impairment of long-lived assets.

In June 2002, Statement of Financial Accounting Standards No. 146, “Accounting for Costs Associated with
Exit or Disposal Activities” (SFAS No. 146) was issued and will be effective for CONSOL Energy for any exit
or disposal activities that are initiated after December 31, 2002. This statement addresses financial accounting
and reporting for costs associated with exit or disposal activities and nullifies Emerging Issues Task Force (EITF)
Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring).” SFAS No. 146 addresses significant issues
regarding the recognition, measurement and reporting of costs that are associated with exit and disposal
activities, including restructuring activities. The scope of SFAS No. 146 includes (1) costs to terminate contracts
that are not capital leases; (2) costs to consolidate facilities or relocate employees; and (3) termination benefits
provided to employees who are involuntarily terminated under the terms of a one-term benefits arrangement that
is not an ongoing benefit arrangement or an individual deferred-compensation contract. This statement will be
applied prospectively.

In November 2002, Financial Accounting Standards Board Interpretation No. 45, “Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” (FIN 45)
was issued. This Interpretation describes the disclosure requirements of a guarantor’s issuance of certain
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guarantees, and clarifies that a guarantor is required to recognize a liability, at the date of issnance, for the fair
value of the obligation assumed in issuing the guarantee. The disclosure requirements of FIN 45 are effective for
CONSOL Energy for the year ended December 31, 2002, and the initial recognition and measurement provisions
are applicable on a prospective basis to guarantees issued or modified after December 31, 2002.

In December 2002, Statement of Financial Accounting Standards No. 148, “Accounting for Stock-Based
Compensation — Transition and Disclosure,” was issued and the disclosure requirements have been adopted by
CONSOL Energy for the year ended December 31, 2002. CONSOL Energy is currently evaluating the alternative
methods of transition to determine if the Company will change to the fair value based method of accounting for
stock-based employee compensation.
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

In addition to the risks inherent in operations, CONSOL Energy is exposed to financial, market, political
and economic risks. The following discussion provides additional detail regarding CONSOL Energy’s exposure
to the risks of changing natural gas prices, interest rates and foreign exchange rates.

CONSOL Energy is exposed to market price risk in the normal course of selling natural gas production and
to a lesser extent in the sale of coal. CONSOL sells coal under both short-term and long-term contracts with fixed
price and/or indexed price contracts that reflect market value. CONSOL Energy uses fixed-price contracts,
collar-price contracts and derivative commodity instruments that qualify as cash-flow hedges under Statement of
Financial Accounting Standards No. 133 to minimize exposure to market price volatility in the sale of natural
gas. Qur risk management policy strictly prohibits the use of derivatives for speculative positions.

CONSOL Energy has established risk management policies and procedures to strengthen the internal control
environment of the marketing of commodities produced from its asset base. All of the derivative instruments are
held for purposes other than trading. They are used primarily to mitigate uncertainty and volatility and cover
underlying exposures. CONSOL Energy’s market risk strategy incorporates fundamental risk management tools
to assess market price risk and establish a framework in which management can maintain a portfolio of
transactions within pre-defined risk parameters.

CONSOL Energy believes that the use of derivative instruments along with the risk assessment procedures
and internal controls does not expose CONSOL Energy to material risk. The use of derivative instruments could
materialty affect CONSOL Energy’s results of operations depending on interest rates, exchange rates or market
prices. However, we believe that use of these instruments will not have a material adverse effect on our financial
position or liquidity.

For a summary of accounting policies related to derivative instruments, see Note 1 to the Consolidated
Financial Statements.

Sensitivity analyses of the incremental effects on pre-tax income for the twelve months ended December 31,
2002 of a hypothetical 10 percent and 25 percent changes in natural gas prices, foreign exchange and interest
rates for open derivative instruments as of December 31, 2002 are provided in the following table:

Incremental Decrease in Pre-tax Income Assuming
a Hypothetical Price, Exchange Rate or Interest

Rate Change of:
18% 25%
(in millicns)
Natural Gas (2) . ... oottt e et $5.5 $9.3
ForeignCurrency (b) ...t $1.0 $2.5
Interest RAtes (C) ... ..ot iir it et $0.5 $1.3

X))




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

(a) CONSOL Energy remains at risk for possible changes in the market value of this derivative instrument;
however, such risk should be mitigated by price changes in the underlying hedged item. The effect of
this offset is not reflected in the sensitivity analyses. CONSOL Energy entered into derivative
instruments to convert the market prices related to 2003 anticipated sales of natural gas to fixed prices.
The fair value of these contracts was a loss of $1.8 million (net of $1.2 million deferred tax). We
continually evaluate the portfolio of derivative commodity instruments and adjust their strategy to
anticipated market conditions and risks accordingly.

(b) CONSOL Energy uses foreign currency contracts to fix the costs of anticipated Australian dollar
capital expenditures. The U.S. dollar notional amount of all foreign currency contracts was $18 million
as of December 31, 2002. The fair value of these contracts resulted in $0.2 million of income in the
2002 period.

{c) CONSOL Energy uses interest rate swaps to hedge the interest rate risk exposure of forecasted interest
payments on CONSOL Energy Australia Pty Ltd’s, one of CONSOL Energy subsidiaries, outstanding
variable rate debt. These agreements effectively convert variable rate debt into fixed rate debt. The fair
value of these contracts was a loss of $0.6 million (net of $0.3 million deferred tax). The use of these
contracts are monitored by CONSOL Energy’s executive management and treasury group.

CONSOL Energy is exposed to credit risk in the event of nonperformance by counterparties. The credit
worthiness of counterparties is subject to continuing review.

CONSOL Energy’s interest expense is sensitive to changes in the general level of interest rates in the United
States. At December 31, 2002, CONSCL Energy had outstanding $482 million aggregate principal amount of
debt under fixed-rate instruments and $220 million aggregate principal amount of debt under variable-rate
instruments. CONSOL Energy’s primary exposure to market risk for changes in interest rates relates to its
commercial paper program. At December 31, 2002, CONSOL Energy had an aggregate of $203 million in
commercial paper outstanding. CONSOL Energy’s commercial paper bore interest at an average rate of 2.1%
during the twelve months ended December 31, 2002. At December 31, 2001, CONSOL Energy had an aggregate
of $324 million in commercial paper outstanding prior to reclassification of notes. CONSOL Energy’s
commercial paper bore interest at an average rate of 3.4% during the six months ended December 31, 2001. A
100-point increase in the average rate for CONSOL Energy’s commercial paper would have decreased the six
months ended December 31, 2001 net income by approximately $0.6 million. A 100 basis-point increase in the
average rate for CONSOL Energy’s commercial paper would have decreased CONSOL Energy’s twelve months
ended December 31, 2002 net income by approximately $1.8 million. The fair value of CONSOL Energy’s
financial instruments is set forth in Note 24 and Note 25 of the Notes to Consolidated Financial Statements.

Almost all of CONSOL Energy’s transactions are denominated in U.S. dollars, and, as a result, it does not
have material exposure to currency exchange-rate risks.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockholders of
CONSOL Energy Inc.

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of income,
stockholders’ equity and cash flows present fairly, in all material respects, the financial position of CONSOL
Energy Inc. and its subsidiaries (the Company) at December 31, 2002, and the results of their operations and their
cash flows for the year ended December 31, 2002 in conformity with accounting principles generally accepted in
the United Sates of America. These financial statements are the responsibility of the Company’s management;
our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit of these statements in accordance with auditing standards generally accepted in the United States of
America, which require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial presentation. We believe that our
audit provides a reasonable basis for our opinion.

Pittsburgh, Pennsylvania
January 27, 2003
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REPORT OF INDEPENDENT ACCOUNTANTS

Board of Directors and Stockholders
CONSOL Energy Inc.

We have audited the consolidated balance sheets of CONSOL Energy Inc. and subsidiaries (CONSOL
Energy) as of December 31, 2001 and June 30, 2001, and the related consolidated statements of income,
stockholders’ equity and cash flows for the six months ended December 31, 2001 and for the twelve months
ended June 30, 2001 and June 30, 2000. These financial statements are the responsibility of CONSOL Energy’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financial position of CONSOL Energy at December 31, 2001 and June 30, 2001 and the
consolidated results of their operations and their cash flows for the six months ended December 31, 2001 and for
the twelve months ended June 30, 2001 and June 30, 2000, in conformity with accounting principles generally
accepted in the United States.

Pittsburgh, Pennsylvania
January 16, 2002




CONSOLIDATED STATEMENTS OF INCOME

CONSOL ENERGY INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands, except per share data)

For the Twelve For the Six
For the Twelve Months
Months Ended Months Ended
}D(;::lemlbmr'l 3%, Dggembexr'l 3:, Ended June 30,
2002 2001 2001 2000
SalesOutside ........ ... ... i, $ 2,002,541 $§ 964,460 $ 2,113,914 $ 2,091,596
Sales—Related Parties (Note 3) ................. 804 — 9,288 3,254
Freight—Outside ............................ 133,852 70,314 157,037 164,512
Freight—Related Parties (Note 3) ............... 564 — 3,903 1,422
OtherIncome Note 4) ........................ 45,837 31,223 70,457 64,359
Total Revenue and Other Income ........ 2,183,598 1,065,997 2,354,599 2,325,143
Costs of Goods Sold and Other Operating
Charges . ... 1,543,189 761,146 1,554,867 1,468,982
Freight Expense .......... ... ...t 134,416 70,314 160,940 165,934
Selling, General and Administrative Expenses . . ... 65,888 31,493 63,043 62,164
Depreciation, Depletion and Amortization ........ 262,873 120,039 243,272 249,877
Interest Expense (Note 5) . ......... ...t 46,213 16,564 57,598 55,289
Taxes Other Than Income (Note 6) .............. 172,479 80,659 158,066 174,272
Export Sales Excise Tax Resolution (Note 7) ...... (1,037) 5,402 (123,522) —
Restructuring Costs (Note 8) ................... _— — — 12,078
Total Costs ........ooviviiiinnn... 2,224,021 1,085,617 2,114,264 2,218,596
Earnings (Loss) Before Income Taxes ............ (40,423) (19,620) 240,335 106,547
Income Taxes (Benefits) (Note 9) ............... (52,099) (20,679) 56,685 (493)
NetIncome ........ ..o, $ 11,676 $ 1,059 $ 183,650 $ 107,040
Earnings per Share (Note 1):
Basic ....... ... ... 3 015 $§ 001 $ 234§ 1.35
Dilutive ... ... .. e 3$ 015 $ 001 § 233 $ 1.35
Weighted Average Number of Common Shares
Outstanding (Note 1):
Basic ... ... e 78,728,560 78,699,732 78,613,580 79,499,576
Dilutive . ... 78,834,023 78,920,046 78,817,935 79,501,326
Dividendsper Share .......................... $ 084 § 056 % 112§ 1.12

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS

CONSCL ENERGY INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(Dollars in thousands, except per share data)

December 31, December 31, June 36,
2002 2001 2001
ASSETS
Current Assets:
Cash and Cash EQUIVAIENLS ... ... ..t i e e e e e e $ 11,517 $ 15582 $ 16,625
Accounts and Notes Receivable:
Trade o e e 205,891 220,442 221,557
Other Receivables ...................... 127,226 123,336 158,415
Inventories (Note 10) . ............. .. ..... 135,621 113,894 95,046
Recoverable Income Taxes ................. 21,935 — —
Deferred Income Taxes (Note 9) 92,236 54,708 46,340
Prepaid EXpenses . ... oottt e e e e 28411 42,274 27,872
Total CUITENt ASSEIS .. ...ttt i et et ettt e e 622,837 570,236 565,855
Property, Plant and Equipment (Note 11}
Property, Plant and EqUipment . ... ... .. . . i e e 5,697,724 5,413,960 4,943,961
Less—Accumulated Depreciation, Depletion and Amortization . ........... ... .o oo, 2,793,700 2,498,650 2,412,669
Total Property, Plant and Equipment—Net . ... ... ... i e 2,904,024 2,915,310 2,531,292
Other Assets:
Deferred Income Taxes (NOE 9) . ...\ i ittt e e e e et e e 420,718 520,906 309,193
Advance Mining Royalties ... .. .. 0 e e e e e e 90,561 92,644 97,417
Investment in AffIHAtES .. ... . e e 135,362 77,928 223,667
L6731 119,658 121,708 167,547
Total Other Assets 766,299 813,186 797,824
TOAL ASSELS .« . . oottt e e e e e e e e $4,293,160 $4,298,732 $3,894,971
Current Liabilities:
Accounts Payable .. ... ... $ 151,371 $ 171,923 $ 144,100
Accounts Payable—Related Parties (Note 3) — — 95
Short-Term Notes Payable (Note 12) .. ... .. e e 204,545 77,869 360,063
Current Portion of Long-Term Debt and Capital Lease Obligations
(Note 14 and 15) ..o et et e e e e e 8,615 72,771 72,533
Accnied InCome TAXES . ..ottt e e e e e — 4,799 2,322
Other Accrued Liabilities (Note 13) . ... ... . e e 449,902 313,379 354,860
Total Current Liabilitles . ... ..o e e e 814,433 640,741 933,973
Long-Term Debt:
Long-Term Debt (NOte 14) . .. .. o e et e e e e 485,535 464,187 220,394
Capital Lease Obligations (Note 15) . ... ... o i i i e e 2,896 8,482 10,634
Total Long-Term Debt . .. .. .. e e e 488,431 472,669 231,028
Deferred Credits and Other Liabilities:
Postretirement Benefits Other Than Pensions (Note 16) 1,437,987 1,417,567 1,140,501
Pneumoconiosis Benefits Note 17) .............. I 455,436 459,776 448,317
Mine CLOSINE ... ... .o 332,920 333,738 272,220
Workers' Compensation ... ... ... . ...t e s 261,250 269,075 260,609
Deferred Revenue 102,400 227,595 40,024
Salary Retirement 91,474 8,633 114
Reclamation ......... ... . i e 5.812 13,744 19,806
L0117 N 140,970 183,635 196,732
Total Deferred Credits and Other Liabilities 2,828,249 2,913,763 2,378,323
Total Liabilities 4,131,113 4,027,173 3,543,324
Stockholders’ Equity:
Commor: Stock, $.01 Par Value; 500,000,000 Shares Authorized, 80,267,558 Issued; 78,749,001
Qutstanding at December 31, 2002, 78,705,638 Outstanding at December 31, 2001, and 78,696,255
Outstanding at June 30, 2001 ... ... e e 803 803 803
Capital in Excessof Par Value ....... ... .. .. .. . i i s 643,787 643,627 643,486
Preferred Stock, 15,000,000 Shares Authorized; None Issued and Qutstanding o — — —
Retained Earnings (Deficit) ... ... ... i e e e (372,017 (317,566) (274,553)
Other Comprehensive Loss (INOte 20) . . . .o e e e e (93,3700 (37,659) (337
Common Stock in Treasury, at Cost —1,518,557 Shares at December 31, 2002, 1,561,920 Shares at
December 31, 2001, 1,571,303 Shares at June 30, 2001 . ... ... .. . it (17,156) (17,646) (17,752)
Total Stockholders” EqQUity ... ... ... i e 162,047 271,559 351,647
Total Liabilities and Stockholders’ Equity $4,293 160 $4,298,732 $3,894,971

The accompanying notes are an integral part of these consolidated financial statements




CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

CONSOL ENERGY INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(Dollars in thousands, except per share data)

Balance at June 30,1999 ...............
Netlncome ........... ... ivviin. ..
Unrealized Loss on Securities (Net of $250
BAX) e
Minimum Pension Liability (Net of $10
BX) o e
Realized Loss on Securities (Net of $649
BAX)

Comprehensive Income ................
Dividends ($1.12 per Share) .............
Treasury Stock Purchase (1,712,600

Shares) .......... ... i
Treasury Stock Issued (22,316 Shares) . ...

Balance at June 30,2000 ...............
Netlncome ........... .. ... .........
Minimum Pension Liability (Net of $10

BBK) o

Comprehensive Income (Loss) ...........
Treasury Stock Issued (118,981 Shares) ...
Dividends ($1.12 per Share) .............

Balance at June 30,2001 ...............
NetIncome .............ccveneniunnn
Minimum Pension Liability (Net of $23,761

LX) e e

Comprehensive Income (Loss) ...........
Treasury Stock Issued (9,383 shares) . ... ..
Dividends ($.56 per Share) . .............

Balance at December 31,2001 ...........
Netlncome ..........................
Minimum Pension Liability (Net of $34,438

BAX) it e
Treasury Rate Lock (Net of $476 tax) ... ..
Interest Rate Swap Contract (Net of $338

ERX) ot s
Gas Cash Flow Hedge (Net of $1,168

BAX) oo

Comprehensive Income (Loss) ...........
Treasury Stock Issued (42,729 shares) ... ..
Dividends ($.84 pershare) ..............

Balance at December 31,2002 ...........

The accompanying notes are an integral part of these consolidated financial statements.

Capital
in Excess  Retained Other Common Total
Common of Par Earnings Comprehensive  Stockin  Stockholders’
Stock Value {Beficit) Loss Treasury Equity
$803 $642,947 $(388,063) $ (962) — $254,725
— — 107,040 — — 107,040
— — — (393) — (393)
— — — 16 — 16
— — — 1,017 — 1,017
— — 107,040 640 — 107,680
— —  (89,067) — — (89,067)
— — — — (19,396) (19,396)
— — 62) — 299 237
803 642,947  (370,152) (322) (19,097) 254,179
—_ — 183,650 —_ — 183,650
_ _ _ as) — (15)
— — 183,650 (15) — 183,635
— 539 — — 1,345 1,884
—_ — (88,051) — — (88,051)
803 643,486  (274,533) (337) (17,752) 351,647
— — 1,059 — — 1,059
— — — (37,322) — (37,322)
— — 1,059 (37,322) — (36,263)
— 141 — — 106 247
— — (44,072) —_ — (44,072)
803 643,627  (317,566) (37,659) (17,646) 271,559
— — 11,676 —_ — 11,676
— — — (54,092) — (54,092)
— — — 746 — 746
— — — (531) — (531)
— _ - (1,834) — (1,834)
— -— 11,676 (55,711 — (44,035)
— 160 — — 490 650
— — (66,127) — — (66,127)
$803 $643,787 $(372,017) $(93,370) $(17,156)  $162,047
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CONSOLIDATED STATEMENTS OF CASH FLOWS

CONSOL ENERGY INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in thousands)

Cash Flows from Operating Activities:
NetIncome ........ ... ..o,
Adjustments to Reconcile Net Income to Net Cash Provided
By Operating Activities:
Depreciation, Depletion and Amortization ............
Gainon Sale of Assets ...
Amortization of Advance Mining Royalties . ..........
Deferred Income Taxes .. .............cooviio...
Equity in Earnings of Affiliates ....................
Changes in Operating Assets:
Accounts and Notes Receivable ................
Inventories . ...... ... ..ot
Prepaid Expenses ............... .. o
Changesin Other Assets .................... ... ...,
Changes in Operating Liabilities:
AccountsPayable ................... ... ...,
Other Operating Liabilities ....................
Changes in Other Liabilities .........................
Other .. ...

Net Cash Provided by Operating Activities .. ...

Cash Flows from Investing Activities:
Capital Expenditures .......... .. oo,
Additions to Advance Mining Royalties . . ................
Proceeds from Sale of Assets ..........................
Acquisitions—Net of Cash Acquired (Note 2) .............
Investmentin Affiliates . . ............... ... ... ...

Net Cash Used in Investing Activities .......

Cash Flows from Financing Activities:
(Payments on) Proceeds from Commercial Paper, net .......
Payments on Long-Term Notes ........................
Payments on Miscellaneous Borrowings .................
Proceeds from Long-Term Notes .......................
Proceeds from Treasury RateLock . .....................
Payments for Bond Issuance Costs ......................
DividendsPaid .......... ... ... ... il
Issuance of Company Shares ................... .. ...

Net Cash Provided by (Used in) Financing
ACHVIEIES ... oi i et

Net (Decrease) Increase in Cash and Cash Equivalents ..........
Cash and Cash Equivalents at Beginning of Period .............

Cash and Cash Equivalents at End of Period ..................

For the For the
Twelve Months  Six Months
Ended Ended For the Twelve Months
December 31, December 31, Ended June 38,
2002 2001 2001 2000
$ 11,676 $ 1,059 $ 183,650 $ 107,040
262,873 120,039 243,272 249,877
(13,307) (6,857) (15,280) (26,538)
9,946 5,589 17,192 16,444
(45,557) (20,943) 28,631 (23,172)
9,818 (796) (19,437) (1,969)
12,061 58,677 (91,489) (25,823)
(21,7127) (10,692) 61,807 50,142
13,878 (14,138) (4,247) 5,747
8,540 63,475 (21,827) 50,725
(20,552) 5,188 787 (46,081)
164,343 (135,801) 27,300 (533)
(61,690) 30,977 24,233 (66,266)
(746) (2,693) 1,247 5,437
317,880 92,025 252,189 187,988
329,556 93,084 435,839 205,028
(295,235) (162,862) (213,999) (142,598)
(4,945) (3,156) (5,239) (6,048)
28,213 5,601 12,875 14,897
— 162,738 (39,072)  (163,506)
(67,969) (13,919) 12,114 (2,299)
(339,936) (11,598) (233,321)  (299,554)
(119,993) (36,564) (102,455) 117,331
(66,000) — — —_
(4,285) (1,915) (5,227 (19,732)
261,803 — — —
1,332 — — —
(1,065} — — —
(66,086) (44,050) (88,014) (89,055)
609 — 1,622 (19,396)
6,315 (82,529) (194,074) (10,852)
(4,065) (1,043) 8,444 (15,378)
15,582 16,625 8,181 23,559
$ 11,517 $ 15,582 $ 16,625 $ 8,181

The accompanying notes are an integral part of these consolidated financial statements.
See Note 22—Supplemental Cash Flow Information




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSCL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSQOLIDATED FINANCIAL STATEMENTS
(Dellars in thousands except per share amounts)

Note 1—Significant Accounting Policies:

A summary of the significant accounting policies of CONSOL Energy Inc. and subsidiaries (CONSOL
Energy) is presented below. These, together with the other notes that follow, are an integral part of the
consolidated financial statements. ’

Fiscal Year:

CONSOL Energy changed its fiscal year from a year ending June 30 to a year ending December 31. The
transitional fiscal period was the six months ended December 31, 2001. CONSOL Energy’s first full fiscal year
ended December 31 was the year that started January 1, 2002 and ended December 31, 2002. This change was
made in order to align its fiscal year with that of RWE A.G. which beneficially owns directly or through
subsidiaries approximately 74% of the common stock of CONSOL Energy.

Basis of Consolidation:

The consolidated financial statements include the accounts of majority-owned and controlled subsidiaries.
Investments in business entities in which CONSOL Energy does not have control, but has the ability to exercise
significant influence over the operating and financial policies, are accounted for under the equity method. All
significant intercompany transactions and accounts have been eliminated in consolidation.

Use of Estimates:

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenues and expenses, and various disclosures. Actual results could differ from
those estimates. The most significant estimates included in the preparation of the financial statements are related
to other postretirement benefits, coal workers’ pneumoconiosis, workers’ compensation, salary retirement
benefits, reclamation and mine closure liabilities, deferred tax assets and liabilities, contingencies and coal and
gas reserve values.

Cash and Cash Equivalents:

Cash and cash equivalents include cash on hand and in banks as well as all highly liquid short-term
securities with original maturities of three months or less. Overdrafts representing outstanding checks in excess
of funds on deposit are classified as accounts payable.

Inventories:

Inventories are stated at the lower of cost or market.

The cost of coal inventories is determined by the first-in, first-out (FIFO) method. Coal inventory costs
include labor, supplies, equipment costs, operating overhead and other related costs. The cost of merchandise for

resale is determined by the last-in, first-out (LIFO) method. The cost of supplies inventory is determined by the
average cost method.

Property, Plant and Equipment:

Property, plant and equipment is carried at cost. Expenditures which extend the useful lives of existing plant
and equipment are capitalized. Interest costs applicable to major asset additions are capitalized during the

3
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TG CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amoumnts)

construction period. Coal exploration costs are expensed as incurred. Development costs, which are costs
incurred to attain production, are capitalized when the majority of production comes from development activities
versus normal operating activities. Costs of additional mine facilities required to maintain production after a
mine reaches the production stage, generally referred to as “receding face costs,” are expensed as incurred;
however, the costs of additional airshafts and new portals are capitalized.

Gas well activity is accounted for under the successful efforts method of accounting. Costs of property
acquisitions, successful exploratory wells, development wells and related support equipment and facilities are
capitalized. The costs of producing properties are amortized using the units-of-production method over estimated
proved recoverable gas reserves.

Maintenance, repairs and minor renewals are expensed as incurred. When properties are retired or otherwise
disposed, the related cost and accumulated depreciation are removed from the respective accounts and any profit
or loss on disposition is recognized in other income.

Depreciation of plant and equipment, including assets leased under capital leases, is provided on the
straight-line method over their estimated useful lives or lease terms as follows:

Years
Building and improvements . .. ........ ..ot 10 to 20
Machinery and equipment .. ........ .. e 31020
Leasehold improvements ... ........c.uiiuuninen i Life of Lease

Depletion of coal lands and amortization of mine development costs are computed using the units-of-
production method over the estimated recoverable tons.

Costs for purchased and internally developed software are expensed until it has been determined that the
software will result in probable future economic benefits and management has committed to funding the project.
Thereafter, all direct costs of materials and services incurred in developing or obtaining software, including
certain payroll and benefit costs of employees associated with the project, are capitalized and amortized using the
straight-line method over the estimated useful life which does not exceed 7 years.

Advance Mining Royalties:

Advance mining royalties are advance payments made to lessors under terms of mineral lease agreements
that are recoupable against future production. These advance payments are deferred and charged against income
as the coal and gas reserves are extracted.

Impairment of Long-lived Assets:

Impairment of long-lived assets is recorded when indicators of impairment are present and the undiscounted
cash flows estimated to be generated by those assets are less than the assets’ carrying value. The carrying value
of the assets is then reduced to their estimated fair value which is usually measured based on an estimate of
future discounted cash flows.

Income Taxes:

The asset and liability method is used to account for income taxes. Under this approach, deferred tax assets
and liabilities are recognized for the expected future tax consequences of events that have been recognized in




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSCL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amounts)

CONSOL Energy’s financial statements or tax returns. The provision for income taxes represents income taxes
paid or payable for the current year and the change in deferred taxes excluding the effects of acquisitions during
the year. Deferred taxes result from differences between the financial and tax bases of the Company’s assets and
liabilities and are adjusted for changes in tax rates and tax laws when changes are enacted. Valuation allowances
are recorded to reduce deferred tax assets where it is more likely than not that a deferred tax benefit will not be
realized.

Postretirement Benefits Other Than Pensions:

Postretirement benefits other than pensions, except for those established pursuant to the Coal Industry
Retiree Health Benefit Act of 1992 (the “Health Benefit Act™), are accounted for in accordance with Statement of
Financial Accounting Standards No. 106, “Employers’ Accounting for Postretirement Benefits Other Than
Pensions,” which requires employers to accrue the cost of such retirement benefits for the employees’ active
service periods. Postretirement benefit obligations established by the Health Benefit Act are recorded as a
liability when they are probable and estimable in accordance with Emerging Issues Task Force (“EITF”) No. 92-
13, “Accounting for Estimated Payments in Connection with the Coal Industry Retiree Health Benefit Act of
1992.”

Pneumoconiosis Benefits:

CONSOL Energy is required by federal and state statutes to provide benefits to employees for awards
related to coal workers’ pneumoconiosis. CONSOL Energy is primarily self-insured for these benefits.
Provisions are made for estimated benefits based on annual evaluations prepared by outside actuaries.

Mine and Gas Well Closing Costs:

Estimated final mine closing and perpetual care costs are accrued over the estimated recoverable tons on a
units-of-production method. Accrued mine closing and perpetual care costs are regularly reviewed by
management and are revised for changes in future estimated costs and regulatory requirements.

The estimated costs of dismantling and removing gas related facilities are accrued over the properties’
estimated recoverable reserves using the units-of-production method. Accrued dismantlement and removal of gas
related facility costs are regularly reviewed by management and are revised for changes in future estimated costs
and regulatory requirements.

Workers’ Compensation:

CONSOL Energy is primarily self-insured for workers’ compensation. Annual provisions are made for the
estimated liability for awarded and pending claims.

Deferred Revenue:

Deferred revenues represent funding received upon the negotiation of long-term contracts. The deferred
revenues will be recognized as sales revenues in future periods by amortization on a rate per ton shipped over the
life of the respective contract.

Retirement Plans:

CONSOL Energy has non-contributory defined benefit retirement plans covering substantially all
employees not covered by multi-employer retirement plans. The benefits for these plans are based primarily on
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years of service and employee compensation near retirement. CONSOL Energy’s policy is to annually fund the
defined benefit pension plans at or above the minimum required by law.

Reclamation:

During active mining operations, expenditures relating to reclamation and regulatory requirements are
expensed as incurred. Postclosure reclamation costs are estimated and charged to expense using the units-of-
production method over the estimated recoverable tons. Accrued reclamation costs are regularly reviewed by
management and are revised for changes in future estimated costs and regulatory requirements.

Revenue Recognition:

Sales are recognized when title passes to the customers. For domestic coal sales, this generally occurs when
coal is loaded at mine or offsite storage locations. For export coal sales, this generally occurs when coal is loaded
onto marine vessels at terminal locations. For gas sales, this generally occurs at the contractual point of delivery.
For industrial supplies and equipment sales, this generally occurs when the products are shipped.

Freight Revenue and Expenses:

Shipping and handling costs invoiced to coal customers and paid to third-party carriers are recorded as
Freight Revenue and Freight Expense, respectively.

Royalty Recognition:

Royalty expenses for coal and gas rights are included in cost of goods sold and other charges when the
related revenue for the coal sale and the gas sale is recognized. These royalty expenses are paid in cash in
accordance with the terms of each agreement. Revenues for coal and gas sold related to production under royalty
contracts, versus owned by CONSOL Energy, are recorded at gross. The recognized revenues for these
transactions are not net of a related royalty fee.

Contingencies:

CONSOL Energy or its subsidiaries from time to time are subject to various lawsuits and claims with
respect to such matters as personal injury, wrongful death, damage to property, exposure to hazardous
substances, governmental regulations including environmental remediation, employment and contract disputes,
and other claims and actions, arising out of the normal course of business. Liabilities are recorded when it is
probable that obligations have been incurred and the amounts can be reasonably estimated. Estimates are
developed through consultation with legal counse! involved in the defense and are based upon an analysis of
potential results, assuming a combination of litigation and settlement strategies.

Stock-based Compensation:

CONSOL Energy has implemented the disclosure-only provisions of Statement of Financial Accounting
Standards No. 123, “Accounting for Stock-Based Compensation.”(SFAS No. 123) CONSCOL Energy continues to
measure compensation expense for its stock-based compensation plans using the intrinsic value based method of
accounting prescribed by Accounting Principles Board Opinion (APB) No. 25, “Accounting for Stock Issued to
Employees,” as amended. No stock-based employee compensation cost is reflected in net income, as all options
granted under those plans had an exercise price equal to the market value of the underlying common stock on the
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date of the grant. The following table illustrates the effect on net income and earnings per share if CONSOL
Energy had applied the fair value recognition provisions of SFAS No. 123, to stock-based employee
compensation:

For the
Twelve S For the
Months ix Months
For the Twelve Months
Ended Ended
Dece:rllbeer 31, Decet?]bi_r 31, Ended June 30,
2002 2001 2001 2000
Netincome, asreported . ... v iuieinnneenn... $11,676 $ 1,059 $183,650 $107.,040
Deduct: Total stock-based employee compensation expense
determined under Black-Scholes option pricing
model. ... ... (2,231) (1,494) (1,158) (103)
Proformanetincome .. ..., $ 9,445 $ (435) $182,492 $106,937
Earnings per share:
Basic—asreported .......... .. ...t $ 015 $ 001 $ 234 $ 135
Basic—proforma ........... ... i, $ 0.12 $(@o01 $ 232 $ 135
Diluted —asreported ............cuviieriiinn.... $ 0.15 $ 001 $ 233 § 135
Diluted—proforma ............ ..., $ 0.12 $(@01) $ 232 $§ 135

The pro forma adjustments in the current period are not necessarily indicative of future period pro forma
adjustments as the assumptions used to determine fair value can vary significantly and the number of future
shares to be issued under these plans is unknown. See Note 19 — Stock Based Compensation.

Earnings per Share:

Basic earnings per share are computed by dividing net earnings by the weighted average shares outstanding
during the reporting period. Diluted earnings per share are computed similar to basic earnings per share except
that the weighted average shares outstanding are increased to include additional shares from the assumed
exercise of stock options, if dilutive. The number of additional shares is calculated by assuming that outstanding
stock options were exercised and that the proceeds from such exercises were used to acquire shares of common
stock at the average market price during the reporting period.

The computations for basic and diluted earnings per share from continuing operations are as follows:

For the
Twelve For the
Months Six Months
For the Twelve Months
Ended Ended
Dece:mbir 31, Dece:tbeér 3, Ended June 30,
2002 2001 2001 2000
NetIncome . ........ovtiiiiniiiiaiannnn $ 11,676 $ 1,059 $ 183,650 $ 107,040
Average shares of common stock Outstanding:
Basic ... e 78,728,560 78,699,732 78,613,580 79,499,576
Effectof stockoptions .. ................... 105,463 220,314 204,355 1,750
Diluted . .......... 78,834,023 78,920,046 78,817,935 79,501,326
Earnings per share:
Basic ... .. e $ 015 $ 0.01 $ 234 $ 1.35
Diluted .......... ..o e $ 015 § 001 § 233§ 1.35

7
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Accounting for Derivative Instruments:

CONSOL Energy accounts for derivative instruments in accordance with Statement of Financial Accounting
Standards No. 133, “Accounting for Derivative Instruments and Hedging Activities,” (SFAS No. 133) and its
corresponding amendments under SFAS No. 138. SFAS No. 133 requires the Company to measure every
derivative instrument (including certain derivative instruments embedded in other contracts) at fair value and
record them in the balance sheet as either an asset or liability. Changes in fair value of derivatives are recorded
currently in earnings unless special hedge accounting criteria are met. For derivatives designated as fair value
hedges, the changes in fair value of both the derivative instrument and the hedged item are recorded in earnings.
Currently, the Company has no fair value hedges. For derivatives designated as cash flow hedges, the effective
portions of changes in fair value of the derivative are reported in other comprehensive income. The ineffective
portions of hedges are recognized in earnings in the current period.

CONSOL Energy formally assesses, both at inception of the hedge and on an ongoing basis, whether each
derivative is highly effective in offsetting changes in fair values or cash flows of the hedged item. If it is
determined that a derivative is not highly effective as a hedge or if a derivative ceases to be a highly effective
hedge, the Company will discontinue hedge accounting prospectively.

Recent Accounting Pronouncements:

We have reviewed the impacts of Statement of Financial Accounting Standards No. 143, “Accounting for
Asset Retirement Obligations” (SFAS No. 143) on the accounting treatment of reclamation, mine closing and gas
well closing. This statement requires the fair value of an asset retirement obligation be recognized in the period
in which it is incurred if a reasonable estimate of fair value can be made. The present value of the estimated asset
retirement costs are capitalized as part of the carrying amount of the long-lived asset. Asset retirement
obligations primarily relate to the closure of mines and gas wells and the reclamation of land upon exhaustion of
coal and gas reserves. Under previous accounting standards, such obligations were recognized ratably over the
life of the producing assets, primarily on a units-of-production basis.

Effective January 1, 2003, CONSOL Energy will adopt SFAS No. 143, as required. CONSOL Energy is
anticipating the effect to be a gain of approximately $5,000, net of a tax cost of approximately $3,000. At the
time of adoption, total assets, net of accumulated depreciation, will increase approximately $59,000, and total
liabilities will increase approximately $51,000. The amounts recorded upon adoption are dependent upon a
number of variables, including the estimated future retirement costs, estimated proved reserves, assumptions
involving profit margins, inflation rates and the assumed credit-adjusted risk-free interest rate.

Previous accounting standards generally used the units of production method to match estimated retirement
costs with the revenues generated by the producing assets. In contrast, SFAS No. 143 requires depreciation of the
capitalized asset retirement cost and accretion of the asset retirement obligation over time. The depreciation will
generally be determined on a units of production basis, whereas the accretion to be recognized will escalate over
the life of the producing assets, typically as production declines. Because of the long lives of the underlying
producing assets, the impact on net income in the near term is not expected to be material.

In july 2001, Statement of Financial Accounting Standards No. 144, “Impairment or Disposal of Long-
Lived Assets,” was issued and will be effective for CONSOL Energy in the first quarter of the year ending
December 31, 2003. The provisions of this statement provide a single accounting model for impairment of long-
lived assets. This statement will be applied prospectively.
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In June 2002, Statement of Financial Accounting Standards No. 146, “Accounting for Costs Associated with
Exit or Disposal Activities,” (SFAS No. 146) was issued and will be effective for CONSOL Energy for any exit
or disposal activities that are initiated after December 31, 2002. This statement addresses financial accounting
and reporting for costs associated with exit or disposal activities and nullifies Emerging Issues Task Force (EITF)
Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring).” SFAS No. 146 addresses significant issues
regarding the recognition, measurement and reporting of costs that are associated with exit and disposal
activities, including restructuring activities. The scope of SFAS No. 146 includes (1) costs to terminate contracts
that are not capital leases; (2) costs to consolidate facilities or relocate employees; and (3) termination benefits
provided to employees who are involuntarily terminated under the terms of a one-term benefits arrangement that
is not an ongoing benefit arrangement or an individual deferred-compensation contract. This statement will be
applied prospectively.

In November 2002, Financial Accounting Standards Board Interpretation No. 45, “Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others,” (FIN 45)
was issued. This Interpretation describes the disclosure requirements of a guarantor’s issuance of certain
guarantees, and clarifies that a guarantor is required to recognize a liability, at the date of issuance, for the fair
value of the obligation assumed in issuing the guarantee. The disclosure requirements of FIN 45 are effective for
CONSOL Energy for the year ended December 31, 2002, and the initial recognition and measurement provisions
are applicable on a prospective basis to guarantees issued or modified after December 31, 2002.

In December 2002, Statement of Financial Accounting Standards No. 148, “Accounting for Stock-Based
Compensation — Transition and Disclosure,” was issued and the disclosure requirements have been adopted by
CONSOL Energy for the year ended December 31, 2002. CONSOL Energy is currently evaluating the alternative
methods of transition to determine if the company will change to the fair value based method of accounting for
stock-based employee compensation.

Reclassifications:

Certain amounts in prior periods have been reclassified to conform with the report classifications of the year
ended December 31, 2002, with no effect on previously reported net income or stockholders’ equity.

Note 2—A cquisitions:

On December 7, 2001, in order to expand international market share, CONSOL Energy purchased a 50%
interest in the Glennies Creek Mine, in New South Wales, Australia, for $17,950. Glennies Creek produces a
high fluidity coking coal that will be sold primarily to steel makers in the Asia-Pacific region. The acquisition
has been accounted for as a purchase and accordingly, the operating results of Glennies Creek Mine have been
included in CONSOL Energy’s consolidated financial statements using the equity method of accounting since the
date of acquisition. Pro forma net income and earnings per share of CONSOL Energy, after giving effect to
certain purchase accounting adjustments, would not materially change for the six months ended December 31,
2001 or the twelve months ended June 30, 2001.

On August 22, 2001, in order to expand existing gas operations, CONSOL Energy purchased the remaining
50% interest in the coalbed methane reserves and the remaining 25% interest in the production and pipeline
gathering assets in southwestern Virginia of Pocahontas Gas Partnership and Cardinal States Gathering Company
for $155,312. Prior to the acquisition, CONSOL Energy owned 50% and 75%, respectively, of these two entities.

&%
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The acquisition has been accounted for as a purchase and, accordingly, the operating results for the portion of
Pocahontas Gas Partnership and Cardinal States Gathering Company previously reported on the equity method
and the newly acquired portions have been included in CONSOL Energy’s operating results using full
consolidation since the date of acquisition.

The following table summarizes the estimated fair values of the assets acquired and the liabilities assumed
at the date of acquisition:

August 22,
2001

Property, plant and equipment (including estimated reserves) ................ $163,426
Total assets acquired .. ... ..ottt e e 163,426
Current Habiliti€s . . ... ovnt et e e (6,079)
Long-term liabilities and deferred credits .............. .. ..., (2,035)
Total liabilities assumed . .. .. ... vt e (8,114)

Netassets aCquired . ... ...ttt e $155,312

The unaudited pro forma results, assuming the acquisition of the interests in these entities had occurred
July 1, 2000, are estimated to be:

Pre Forma Pro Forma
Six Months Twelve Months
Ended Ended
December 31, June 30,
2001 2001
REVEIUES . ottt it e e e e e e e e $1,089,066  $2,442.530
NetIneome ... i e e $ 1,492 $ 191,307
Net income per common share:
BaSIC .t e $ 002 §% 2.43

Diluted ...... ... $ 002 § 243

The pro forma results are not necessarily indicative of what actually would have occurred if the acquisition
of the interest in these entities had been completed as of the beginning of each fiscal period presented, nor are
they necessarily indicative of future consolidated results.

On July 2, 2001, CONSOL Energy entered into agreements with American Electric Power to supply coal to
various American Electric Power coal-fired power plants and purchased, for a nominal amount, the stock of
Windsor Coal Company, Southern Chio Coal Company and Central Ohio Coal Company, subsidiaries of
American Electric Power which owns mines in Ohio and West Virginia. Under the agreements, CONSOL
Energy will supply approximately 34 million tons of coal through 2008. These tons will be supplied by the
former American Electric Power affiliated mines and by other CONSOL Energy mines. The former American
Electric Power affiliated mines all have limited economically mineable reserves. The Meigs #31 mine of
Southern Chio Coal Company was closed on October 24, 2001, the Muskingum surface mine of Central Chio
Coal Company closed on December 14, 2001, the Meigs #2 mine of Southern Ohio Coal Company closed on
March 6, 2002 and the Windsor mine of Windsor Coal Company closed on August 6, 2002, CONSOL Energy is
expanding its McElroy Mine to meet the new supply agreement requirements.
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In the twelve months ended December 31, 2002, after the appropriate tax treatment of this transaction was
determined, the final purchase price allocation was completed. For income tax purposes, an agency approach to
the acquired balance sheet was adopted. As a result, there are no current or deferred taxes associated with this
transaction. The final purchase price allocation of the assets and liabilities assumed in this transaction is as
follows:

Cash .. e e $336,000
LT (5 oY T3 - S P 4,191
e @85BS . o vttt e 17,483

Total assets acqUIred .. ..... ... ..ttt e e 357,674
Current lHabilities . .. ..o e 16,157
Employee and mine-related liabilities . ............ ... ... . i, 239,993
Other long-term liabilities and deferred credits ........... ... ... ... . it 101,524

Total liabilities assumed . ... ..ottt e 357,674
Netassets acquired .. .. ... ... . e ¥ —

As part of this acquisition, the liabilities were assumed by CONSOL Energy. American Electric Power also
paid CONSOL Energy $336,000 in cash. Subsequent to the acquisition, the cash was used by CONSOL Energy
to pay down a portion of its short-term debt. The acquisition has been accounted for as a purchase and,
accordingly, the operating results of Windsor Coal Company, Southern Ohio Coal Company and Central Ohio
Coal Company have been included in CONSOL Energy’s operating results since the date of acquisition. Pro
forma revenues, assuming the acquisition of these companies had occurred on July 1, 2000, would be $2,837,478
for the twelve months ended June 30, 2001. Pro forma net income would be $196,307 or $2.50 earnings per share
— basic and $2.49 earnings per share — dilutive for the twelve months ended June 30, 2001. The pro forma results
are not necessarily indicative of what actually would have occurred if the acquisition had been completed as of
July 1, 2000 nor are they necessarily indicative of future consolidated results.

On December 31, 2000, CONSOL Energy purchased a 50% interest in the Line Creek Mine, which is
located north of Sparwood, British Columbia, for $39,072. Line Creek Mine produces bituminous metallurgical
and steam coal for delivery to customers in the Pacific Rim, South America, Europe, the northeastern United
States and Canada. The acquisition has been accounted for as a purchase and accordingly, the operating results of
Line Creek Mine have been included in CONSOL Energy’s consolidated financial statements using the equity
method of accounting since the day of acquisition. Pro forma net income and earnings per share of CONSOL
Energy, after giving effect to certain purchase accounting adjustments, would not materially change for this
period.

On February 25, 2000, CONSOL Energy acquired the stock of Buchanan Production Company (BPC),
MCNIC Oakwood Gathering Inc. (OGI) and a MCN subsidiary that owns a 50% interest in Cardinal States
Gathering Company (CSGC) from MCN Energy Group Inc. for $163,506. These companies own gas production
and pipeline properties in southwestern Virginia and produce approximately 70 million cubic feet per day of
pipeline quality methane gas. The acquisition was accounted for under the purchase method. Accordingly, the
purchase price was allocated to the assets acquired and liabilities assumed, based upon the fair values at the date
of the acquisition. The acquisition included a 50% interest in CSGC, in which CONSOL Energy previously
owned a 25% interest. CONSOL Energy accounted for its 75% interest in CSGC under the equity method, as
control was shared equally with the minority owner. CONSOL Energy’s financial statements included the results

(€1
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of the other companies acquired on a consolidated basis from the date of the acquisition. Pro forma revenues,
assuming the acquisition of these companies had occurred on January 1, 2000, would be $2,197,632 for the year
ended June 30, 2000. Pro forma net income and earnings per share for this period, after giving effect to certain
purchase accounting adjustments, would not materially change.

Note 3—Transactions with Related Parties:

CONSOL Energy sells coal to Rheinbraun on a basis reflecting the market value of the coal. Such Related
Parties sales were as follows:

For the Twelve  For the Six For the Twelve

Months Ended
Months Ended  Menths Ended
December 31,  December 31, __ June30,
2002 2001 2001 2000
Coal sales ... ..ot $ 804 $ $ 9,288 $3,254
Freight ... ..o 564 = 3903 1,422
Total Sales and Freight Revenue—Related Parties .......... $1,368 $— $13,191 $4,676

CONSOL Energy and Rheinbraun had an agreement to investigate possible investments in which they may
jointly participate. Under this agreement, expenses were to be shared equally. CONSOL Energy expended $626
and $821 for the twelve months ended June 30, 2001 and June 30, 2000, respectively related to this agreement.
No investments were made pursuant to this agreement. The agreement was terminated on March 9, 2001.

Also, a subsidiary of Rheinbraun periodically provides insurance brokerage services to CONSOL Energy
without fee. CONSOL Energy expended $1,423 for the twelve months ended December 31, 2002, $222 for the
six months ended December 31, 2001, $419 and $510 for the twelve months ended June 30, 2001 and 2000,
respectively. Prepaid expense of $104 and $240 was recognized at June 30, 2001 and 2000 for insurance
brokered through this subsidiary of Rheinbraun. At December 31, 2002 and December 31, 2001, there was no
prepaid expense related to the brokered insurance through Rheinbraun.

Note 4—Other Income:
For the Twelve For the Six For the Twelve Months
Monis Ended - yons Endea % LTSN
2002 2001 2001 2000
Gain on disposition of assets . ........ ... ... ... ... ... $13,307 $ 6,857 $15,280 $26,538
RoOyalty inCOME . . .. oottt e e e s 11,807 6,568 10,409 14,793
Contractsettlement .. ....... ... .o it 7,017 — — —
Interest InCOmME . . ... ... ...t s 5,738 3,734 4,817 5,671
SeIVICE INCOME .\ v\t v ittt it 4,959 2,342 6,587 6,732
Rental iNCOME . .. oottt e e e e 3,936 1,814 2,482 2,640
Ashdisposalincome . ........ ... ..o i i, 2,209 993 1,963 1,491
Equity in earnings (loss) of affiliates ................. ... (9,818) 796 19,437 1,969
Loss on disposition of security ........... .. ... ... ... — — —  (1,666)
0117, P 6,682 8,119 9,482 6,191
Total OtherIncome . ...... ..o, $45,837 $31,223 $70,457 $64,359
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Note S—Interest Expense:

For the Twelve For the Six

Months Ended Months Ended For the Twelve Months

December 31,  December 31, ___Ended June 30,
2002 2001 2001 2000
Interestondebt ..... ... $39,729 $13,237 $48,719 $45,373
Interest accretion on present valued perpetual care
obligations ... ... 8,531 3,239 6,478 5,805
Interest on other payables .. ........................... 3,235 1,960 4,828 5,656
Interest capitalized ............... ... ... ... ..., (5,282) (1,872) (2,427)  (1,545)
Total Interest Expense ................c...cunn.. $46,213 $16,564 $57,598 $55,289
Note 6—Taxes Other Than Income:
For the Twelve For the Six
For the Twelve Months
Months Ended Months Ended
December 31,  December 31, Ended June 30,
2002 2001 2001 2000
Production taxes . ............ccutiierinnen.. $103,414 $49,493 $ 93,185 $112,200
Payroll taxes .. ......counirinin i 34,607 17,849 35,302 35,584
Property taxes ...t 31,814 11,212 26,426 23,480
Other ..o e e 2,644 2,105 3,153 3,008
Total Taxes Other ThanIncome .................. $172,479 $80,659 $158,066 $174,272

Note 7—Export Sales Excise Tax Resolution:

Certain excise taxes paid on export sales of coal have been determined to be unconstitutional. CONSOL
Energy has filed claims with the Internal Revenue Service (IRS) seeking refunds for these excise taxes that were
paid during the period 1991 through 1999. The IRS has completed an audit of CONSOL Energy’s refund claims
and confirmed the validity of the claims filed by CONSOL Energy for the period 1994 through 1999. The United
States Supreme Court denied review of the claim under the Tucker Act, which allows the refund of taxes for the
periods 1991 through 1993. In 2002, additional income of $1,037 was recorded, comprised of $1,282 of interest
income on the outstanding tax refund receivable balance related to the 1994 to 1996 period, offset by a $245
reduction due to a change in recoverable amounts. Expected interest receivable amounts, recorded in the twelve
months ended June 30, 2001, were reduced by $5,402 in the six month period ended December 31, 2001 due to a
change in the estimate of recoverable amounts. CONSOL Energy recognized $123,522 as Earnings Before
Income Taxes net of other charges in the year ended June 30, 2001, Other Receivables includes $93,230 at
December 31, 2002, $95,893 at December 31, 2001 and $134,592 at June 30, 2001, and Accounts Payable
includes $5,459 at December 31, 2002, $5,319 at December 31, 2001 and $10,004 at June 30, 2001 related to this
claim and its associated income.

Note 8—Restructuring Costs:

In the year ended June 30, 2000, CONSOL Energy reviewed the administrative and research staff functions
and implemented a workforce reduction program. The purpose of the review was to assess the need for and to
assist in a restructuring of those functions to enable CONSOL Energy to respond to the cost challenges of the
current environment without losing the ability to take advantage of opportunities to grow the business over the
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long term. Costs related to this restructuring primarily relate to severance and employee benefit costs in
conjunction with the workforce reduction of 214 employees and consulting fees. Workforce reductions were
made through a Voluntary Separation Incentive Program (VSIP), which provided enhanced medical, pension and
severance benefits upon separation from employment and an involuntary severance program.

CONSQCL Energy recorded a pre-tax restructuring charge of $12,078 during the twelve months ended June
30, 2000, based on estimates of the cost of the workforce reduction programs, including special termination
benefits related to pension and other postretirement benefit plans.

All of the benefits under the programs have been paid or have been transferred as obligations of CONSCL
Energy’s pension and postretirement other than pension plans as of June 30, 2001.

Note 9—Income Taxes:

Income taxes (benefits) provided on earnings consisted of:

'welve Months ix Months
For the Twelve Months
Ended Ended
December 31,  December 31, Ended june 30,
2002 2001 2001 2000
Current:
US.Federal .......... . . i, $(16,428) $ (4,304) $19,527 $ 18,815
US. State ..o e 9,392 692 7,368 2,466
Non-U.S. . 494 3,876 1,159 1,398
(6,542) 264 28,054 22,679
Deferred:
US. Federal ....... ... ... . i (35,024) (21,433) 20,902 (21,311
US.State .. ... . (6,305) (1,465) 7,372 (437)
Non-U.S. o e (4,228) 1,955 357 (1,424)
45,557) (20,943) 28,631 (23,172
Total Income Taxes (Benefits) . ................ $(52,099) $(20,679) $56,685 $ (493)
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The components of the net deferred tax asset are as follows:

December 31, December 31, June 30,
2002 2001 2001 2000
Deferred Tax Assets:

Postretirement benefits other than pensions ....... $ 534,863 $ 551434 $ 479,332 $ 473,210
Pneumoconiosis benefits ...................... 185,414 178,853 174,395 170,014
Alternative minimum tax ...............uoun... 137,914 64,735 102,546 78,382
Workers’ compensation ....................... 120,229 121,936 115,567 113,802
Mineclosing . ...........o i 88,252 120,979 91,737 95,193
Minimum pension liability ... .................. 58,413 23,975 214 204
Reclamation ............ ... ... ... .. 9,774 16,577 11,094 10,299
Netoperatingloss .......... . ...ccoviiiirnn.n. 7,544 7,544 7,544 7,544
Other ... i 85,632 227,178 142,821 138,685

Total Deferred Tax Assets ................. 1,228,035 1,313,211 1,125,250 1,087,333

Deferred Tax Liabilities:

Property, plant and equipment .................. (598,075) (618,076) (601,695)  (604,827)
Otherreceivables ............................ (36,112) — (49,591) —
Advance mining royalties ..................... (32,952) (35,440) (35,155) (35,289)
Other ... ... (47,942) (84,081) (83,276) (62,575)

Total Deferred Tax Liabilities .............. (715,081) (737,597)  (769,717)  (702,691)

Net Deferred Tax Assets .................. $ 512954 $ 575,614 $ 355,533 $ 384,642

At December 31, 2002, due to the acquisition of Rochester and Pittsburgh Coal Company, CONSOL Energy
has net operating loss carry forwards for federal income tax purposes of $19,290, which are available to offset
future federal taxable income through 2010. A portion of these carry forwards is also available for state income

tax purposes.

Deferred tax assets and liabilities for December 2002 include adjustments for the finalization of the
purchase price allocation for the acquisition of Windsor Coal Company, Southern Ohio Coal Company and

Central Ohio Coal Company on July 1, 2001.
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The following is a reconciliation stated as a percentage of pretax income, of the United States statutory
federal income tax rate to CONSOL Energy’s effective tax rate:

For the Twelve For the Six For the Twelve
Months Ended Months Ended Months Ended
December 31, June 30,
2002 2001 2001 2000

Amount  Percent Amount Percemt  Amoumt Percent  Ameount Percent

Statutory U.S. federal income

taxrae ................. $(14,148) 35.0% $ (6,867) 35.0% $ 84,117 35.0% $ 37,291 35.0%
Excess tax depletion .. ....... (30,606) 757 (14,071) 71.7 (29,177) (12.1) (26,826) (25.2)
Tax settlements ............ (1,653) 4.1 — — — — (7,861) (7.4)
Nonconventional fuel tax

credit .................. — — (3,886) 19.8 (6,138) (2.6) (1,526) (1.4)
Net effect of state tax . ....... (1,034) 2.6 (501) 2.6 9,704 4.0 1,320 1.2
Net effect of foreigntax ... ... (3,733) 9.2 4,887 (24.9) 768 0.3 (842) (0.8)
Other..................... (925) 23 (241) 1.2 (2,589) (1.0) 2,049) (1.9
Income Tax (Benefit) Expense/

Effective Rate . ... ........ $(52,099) 128.9% $(20,679) 105.4% $ 56,685 23.6% $ (493) (0.5)%

In the twelve months ended December 31, 2002, CONSOL Energy received a $1,908 federal income tax
benefit from a final agreement resolving disputed federal income tax items for the years 1995 to 1997. In the year
ended June 30, 2000, CONSOL Energy received a $7,861 federal income tax benefit from a final agreement
resolving disputed federal income tax items for the years 1992 to 1994.

Foreign income (loss) before taxes totaled ($8,768) for the twelve months ended December 31, 2002, $2,868
for the six months ended December 31, 2001 and $4,277 and $(3,123) for the twelve months ended June 30, 2001
and 2000, respectively.

Note 10—Inventories:
December 31, December 31, June 30,
2002 2001 2001
Coal .. e $ 67,119 $ 33,897 $26,896
Merchandise forresale ......... ..o, 18,855 21,816 23,264
Supplies . .. ..o 49,647 58,181 44,886
Total InVentories . .. ....... ...t $135,621 $113.894  $95,046

Merchandise for resale is valued using the LIFO cost method. The excess of replacement cost of
merchandise for resale inventories over carrying LIFO value was $3,744, $3,556 and $4,069 at December 31,
2002, December 31, 2001 and June 30, 2001, respectively.
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Note 11-—Property, Plant and Eqguipment

December 31, December 31, June 30,

2002 2001 2001
Coalandsurfacelands ......... ... . .., $1,440,251 $1,466,793 $1,446,471
Plantandequipment . ............... ... i, 3,389,866 3,130,188 2,855,722
Mine development and airshafts ........... ... ... ..... 867,607 816,979 641,768

5,697,724 5,413,960 4,943,961

Less—Accumulated depreciation, depletion and
AMOIIZAtON . ..ttt e e 2,793,700 2,498,650 2,412,669

Net Property, Plant and Equipment ................. $2,904,024 $2,915,310 $2,531,292

Plant and equipment includes gross assets under capital lease of $19,654 at December 31, 2002, $19,627 at
December 31, 2001 and June 30, 2001. Accumulated amortization for capital leases was $12,205, $10,180 and
$9,106 at December 31, 2002, December 31, 2001 and June 30, 2001, respectively. Development costs
capitalized during 2002 were $32,229, of which $25,398 were at the McElroy Mine, $838 were at the Loveridge
Mine and $5,993 were at various other mining locations. Development costs capitalized during the six-month
period ended December 31, 2001 at Mine 84 were $31,050.

Note 12—Short-Term Notes Payabie:

CONSOL Energy has commercial paper notes outstanding of $203,139, $323,683 and $360,063 (net of
discount of $87, $368 and $42) at December 31, 2002 and 2001 and June 30, 2001, respectively. On March 7,
2002, CONSOL Energy issued $250,000 of 7.875 percent per annum bonds due March 1, 2012 (Note 28).
Because proceeds from the transaction of $245,814 were used to repay short-term notes payable, this amount of
short-term notes payable has been reclassified to long-term debt at December 31, 2001. The weighted average
interest rate of the commercial paper notes outstanding was 1.87, 3.04 and 4.22 percent, with an average maturity
of 8, 13 and 1 day(s) at December 31, 2002, December 31, 2001 and June 30, 2001, respectively.

One of Consol Energy’s subsidiaries, CONSCL Energy Australia Pty Limited (CEA), has $1,406
outstanding against a $5,000 Australian dollar (approximately $2,815 United States) working capital facility.
This facility is part of the Syndicated Multi-Option Facility Agreement with Australia and New Zealand Banking
Group Limited effective July 17, 2002. The purpose of this facility is to finance general working capital
requirements of the Glennies Creek Mine located in New South Whales, Australia. Interest is payable based upon
the Australian Bank Bill Rate (BBR) plus 1.5%.

Backup liquidity for CONSOL Energy’s commercial paper program is provided by a $485,000 revolving
credit facility that consists of a 364-day $218,250 agreement which expires in September 2003, and a three-year
$266,750 agreement which expires in September 2005. The 364-day agreement is renewable on a 364-day basis.
Borrowings under this revolving credit facility bear interest based on the London Interbank Offer Rate (LIBOR)
or the Prime Rate at CONSOL Energy’s option. Funds may be borrowed for periods of 1 to 180 days depending
on the interest rate method. The facility allows for borrowings to pay commercial paper, for the issuance of
letters of credit and for borrowings for other corporate purposes. This agreement has various covenants,
including covenants that limit our ability to dispose of assets and merge with another corporation. We are also
required to maintain a ratio of total consolidated indebtedness to twelve months trailing earnings before interest,
taxes, depreciation, depletion and amortization (EBITDA) of not more than 3.25 to 1.0 measured quarterly. This
ratio was 2.57 to 1.0 at December 31, 2002. This covenant changes to 3.0 to 1.0 after December 31, 2002. In
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addition, we are required to maintain a ratio of twelve months trailing EBITDA to interest expense and

amortization of debt of no less than 4.5 to 1.0 measured quarterly. This ratio was 5.66 to 1.0 at December 31,
2002. At December 31, 2002, this facility had $246 million of available capacity.

Note 13—Other Accrued Liabilities:

Accrued payroll and benefits .......... ... ... . o i
Accrued Othertaxes . .. ...ttt e
Subsidence .......... ...
Accrued royalties . ....... ... e
ACCTUEd IMLETESt . . .ottt e e e
Employee incentive compensation . ............ovuuiinnieniean.n
Other ..o

Current portion of long-term liabilities:

Postretirement benefits other than pensions ...................
Workers’ compensation ................ci it
Mine closing .. ....vutin i
Salaryretitement .. ...ttt e e
Deferredrevenue .. ...ttt i
Reclamation ............. ittt
Pneumoconiosis benefits . .. ....... ... ... i i,
Other ..o e

Total Other Accrued Liabilities ........................

Note 14—FLong-Term Debt:

Unsecured Debt:

Notes due 2002 at average of 8.28% ........................
Notesdue 2004 at821% .......... ... ..ot

Notes due 2007 at 8.25% (par value of $45,000 less unamortized
discount of $129) ... ...
Notes due 2012 at 7.875% (par value of $250,000 less unamortized
discount of $1,893) .. ... ... ... ..
Baltimore Port Facility revenue bonds in series due 2010 and 2011
at6.50% .. ..
Australian Finance Project Facility due 2006 through 2009 at
LIBOR plusaspread of 1.75% ... ..o iieiiii it
Advance royalty commitments . ............cc.i i
Other long-term notes maturing at various dates through 2031 .. ...
Amount reclassified from short-term notes payable (Note 12) .....

Lessamounts due iN ONE YEAr .. . ..o vt n v nnne e

Total Long-Term Debt . ..... ... ... .. ... ..........

December 31, December 31, June 30,
2002 2001 2001
$ 43,997 $ 50,672 $ 51,030
28,195 19,387 27,872
24,921 26,277 21,634
15,531 16,105 13,154
8,692 2,791 2,754
2,703 — 18,595
46,817 40,723 37,565
107,400 — 74,567
56,004 53,128 45,150
32,712 31,536 17,671
30,000 28,337 20,500
26,296 25,163 16,967
19,343 17,360 5,348
6,748 — —
543 1,900 2,053
$449,902 $313,379  $354,860
December 31, December 31, June 30,
2002 2001 2001
$ — $ 66,000 $ 66,000
45,000 45,000 45,000
44,871 44,848 44,836
248,107 — —
102,865 102,865 102,865
15,493 — —
32,338 28,064 30,104
233 391 383
— 245,814 —
488,907 532,982 289,188
3,372 68,795 68,794
$485,535 $464,187  $220,394
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The variable rate notes, advance royalty commitments and the other long-term notes had an average interest
rate of approximately 7.5% at December 31, 2002, 8.2% at December 31, 2001 and 7.3% at June 30, 2001. The
bonds and notes are carried net of debt discount, which is being amortized by the interest method over the life of
the issue.

Annual undiscounted maturities on long-term debt during the next five years are as follows:

Year Ended December 31, Amount
2003 L $ 3,372
2004 e e 47,996
2005 e 2,786
2000 e e e e 5,758
2007 o e e 50,778
Thereafter . oo e e 378,217
$488,907

Note 15—[Leases:

CONSOL Energy uses various leased facilities and equipment in its operations. Future minimum lease

payments under capital and operating leases, together with the present value of the net minimum capital lease
payment, at December 31, 2002, are as follows:

Capital Operating

Leases Leases

2003 L $5,603 $13,180
2004 L 2,006 12,199
200 e 1,070 10,462
2006 . . e — 8,645
2007 e — 7,233
Remainder . ..... ... .. e — 9845

Total minimum lease payments . ..............cooiiiiiiiiiii . $8,679 $61,564
Less imputed interest (7.05%—7.50%) .. ... i 540
Present value of minimum lease payment ................ ... ... ... 0L 8,139
Lessamount duein one year .. .............ueiiiunnnaiaiinaniiiaa, 5,243

Total Long-Term Capital Lease Obligation ............................ $2,896

Rental expense under operating leases was $12,436 for the twelve months ended December 31, 2002,

$6,670 for the six months ended December 31, 2001, $14,235 and $19,144 for the twelve months ended June 30,

2001 and 2000, respectively.

Note 16—Pension and Other Postretirement Benefit Plans:

CONSOL Energy has non-contributory defined benefit plans covering substantially all employees not
covered by multi-employer retirement plans. The benefits for these plans are based primarily on years of service

and employee’s pay near retirement.
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Certain subsidiaries of CONSOL Energy provide medical and life insurance benefits to retired employees
not covered by the Coal Industry Retiree Health Benefit Act of 1992. Substantially all employees may become
eligible for these benefits if they have worked ten years and attained age 55. The medical plans contain certain
cost sharing and containment features, such as deductibles, coinsurance, health care networks and coordination

with Medicare.

The reconciliation of changes in benefit obligation, plan assets and funded status of these plans at December
31, 2002, December 31, 2001 and June 30, 2001, based on measurement dates of September 30, 2002, September

30, 2001 and March 31, 2001, is as follows:

Pension Benefits QOther Benefits
December 31, December 31, June 30, December 31, December 31, June 30,
2002 2001 2001 2002 2601 2001
Reconciliation of Benefit Obligation:
Benefit obligation at beginning of
period ... ... Lo $ 344,066 $330,928 $265,145  $ 1,855,413 $1,557,854  $ 1,219,549
Service cost ...t 15,278 6,932 12,708 11,506 5,828 6,419
Interestcost .........ooviieiiu.. 24,134 11,581 19,762 130,844 60,790 91,235
Actuarial (gain)loss .............. 82,201 6,175 56,135 207,366 111,859 325,285
Acquisitions . ........ ..o — — — — 170,661 —_
Benefitspaid .............. .. .... (28,869) (11,550) (22,822) (110,787) (51,579) (84,634)
Benefit obligation at end of period ....... $ 436,810 $344,066 $330,928  $ 2,094,342 $ 1,855,413 $ 1,557,854
Reconciliation of Fair Value of Plan
Assets:
Fair value of plan assets at beginning
ofperiod ............. ... ... $ 244,537 $242,162 $272,463 $§ 112,533 $ 129646 $ 153,928
Actual return (loss) on plan assets . . . . (20,670) (13,050) (8,690) (19,550) 3,335 1,280
Company contributions ............ 26,115 26,975 1,211 22,778 35,759 59,072
Benefits and other payments ........ (28,869) (11,550) (22,822) (110,787) (56,207) (84,634)
Fair value of plan assets at end of period .. $ 221,113 $244,537 $242,162 $ 4,974 $ 112,533 $ 129,646
Funded Status:
Status of plan underfunded ......... $(215,697) $(99,529) $(88,766)  $(2,089,368) $(1,742,880)  $(1,428,208)
Unrecognized prior service cost
(eredit) . ... 746 1,021 1,197 (3,054) (5,536) (8,619)
Unrecognized net actuarial loss
(gain) ....... ...l 244,516 124,284 95,183 547,035 330,849 221,759
Contributions made after measurement
dateDate ..................... 33 33 26,625 — — —
Prepaid (accrued) benefitcost ........... $ 29,598 $ 25,809 $ 34239 $(1,545,387) $(1,417,567)  $(1,215,068)
Amounts Recognized in Balance Sheets
consist of:
Prepaid benefitcost ............... $ 160 3 125 $ 33,801 $ — $ — 3 —
Accrued benefit liability ........... (121,473) (36,971) (114) (1,545,387) (1,417,567) (1,215,068)
Accumulated other comprehensive
JOSB e 150,165 61,634 552 — — —
Intangibleasset .................. 746 1,021 — — — —
Net amournt recognized ................ $ 29,598 $ 25,809 $ 34239 $(1,545,387) $(1,417,567)  $(1,215,068)
Weighted average assumptions:
Discountrate .................... 6.75% 7.25% 7.25% 6.75% 7.25% 7.25%
Expected return on plan assets ...... 8.00% 9.00% 9.00% 8.00% 9.00% 9.00%
Rate of compensation increase ...... 4.22% 4.32% 4.33% — — —
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For measurement purposes, an 8% annual rate of increase in the per capita cost of covered health care
benefits was assumed for the year ending December 31, 2003, gradually decreasing to 4.75% in 2008, and
remaining level thereafter.

The intangible pension asset is included in Other Assets on the consolidated balance sheet.

Pension Benefins“ Other Benefits

For the Twelve  For the Six Forﬂ' (fn'lt'l:vselve For the Twelve  For the Six Forﬁl en'{hv;elve
Months Ended Months Ended Months Ended Months Ended 0

December 31, December 31, _—___Ended June 30, December 31, December 31, Ended june 30,
2002 2001 2001 2000 2002 2001 2001 2000
Components of Net
Periodic Benefit Cost:
Servicecost . . .. .. $ 15,278 $ 6932 $12,708 $ 13,585 $ 11,506 $ 5,828 $ 6,419 $ 6,782
Interestcost . ... .. 24,134 11,581 19,762 20,535 130,844 60,790 91,235 87,278
Expected return on
plan assets . .. .. (23,695) (12,132) (23,254) (23,807) (5,568) (3,792)  (13,660) (6,211)

Amortization of

prior service cost

(credit) ....... 275 176 352 352 (2,482) (3,082) (8,831) (8,831)
Recognized net

actuarial loss

(gain) ......... 6,335 2,256 750 3,132 16,298 3,224 (2.156)  (641)

Benefitcost .......... $ 22,327 $ 8813 $10318 $13,817 $150,598 $62,968  $73,007 $78,377

Net periodic pension cost is determined using the assumptions as of the beginning of the year, and the
funded status is determined using the assumptions as of the end of the year.

The following table provides information related to underfunded pension plans:

As of
December 31, December 31, June 30,
2002 2001 2001
Projected benefit obligation ................ ... ... ... $436,212 $343,499 $867
Accumulated benefit obligation ..................... ..., $341,959  $280,791  $847
Fair value of planassets .................ooiiiiiiiiin... $220,486  $243,788  $881

Assumed health care cost trend rates have a significant effect on the amounts reported for the medical plans.
A one-percentage-point change in assumed health care cost trend rates would have the following effects:

1-Percentage 1-Percentage
Point Increase  Point Decrease

Effect on total of service and interest costs components .............. $ 18,924 $ (14,825)
Effect on accumulated postretirement benefit obligation .............. $276,640 $(229,532)

€]
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Note 17—Coal Workers’ Pneumoconiosis (CWP):

CONSOL Energy is responsible under the Federal Coal Mine Health and Safety Act of 1969, as amended,
for medical and disability benefits to employees and their dependents resulting from occurrences of coal
workers’ pneumoconiosis disease. CONSOL Energy is also responsible under various state statutes for
pneumoconiosis benefits. CONSOL Energy primarily provides for these claims through a self-insurance
program.

The calculation of the actuarial present value of the estimated pneumoconiosis obligation is based on an
annual actuarial study by independent actuaries. The calculation is based on assumptions regarding disability
incidence, medical costs, mortality, death benefits, dependents and interest rates. These assumptions are derived
from actual company experience and outside sources.

Pneumoconiosis expense is calculated using the service cost method. Actuarial gains or losses are amortized
over the remaining service period of active miners (approximately 11 years). The discount rate used to calculate
the estimated present value of the future obligations was 6.75%, 7.25% and 7.25% at December 31, 2002,
December 31, 2001 and June 30, 2001, respectively.

The reconciliation of changes in benefit obligation, plan assets and funded status of the CWP plan at
December 31, 2002, December 31, 2001 and June 30, 2001 is as follows:

December 31, December 31, June 38,

2002 2001 2001
Reconciliation of Benefit Obligation:
Benefit obligation at beginning of period ............... ... ... $ 222670 $195791 $ 180,832
S EIVICE COSt v\ttt it s 4,059 1,982 3,295
ItETeSt COSt .\ttt e e e e 15,567 7,179 13,492
Actuarial (gain) 10Ss .. ... ... (20,561) 12,947 6,573
ACqUISTHION . .. ..ot — 9,794 —
Benefitspaid ....... ..ot e (12,421) (5,023) (8,401)
Benefit obligation atend of period .......... ... ... ... .. ... $ 209,314 $222670 $ 195,791
Reconciliation of Fair Value of Plan Assets:
Fair value of plan assets at beginning of period ................ $ 39,874 $ 37963 $ 60,161
Actual gain (loss) returnon planassets ....................... (4,806) 12,869 9,865
ACqQUISILION . . . o e — 31,000 —
Benefitand otherpayments .............c..oiiiiinenanninnn. (16,448) (40,958) (30,063)
Legal and administrative COStS . ............oevriniuinin.nn. (2,000) (1,000) (2,000)
Fair value of plan assets atend of period ......................... $ 16,620 $ 39,874 $ 37,963
Funded Status:
Status of plan underfunded .................. ... ... ... .. $(192,694) $(182,796) $(157,828)
Unrecognized prior service credit ........................... (7,129) (7,.857) (8,221
Unrecognized net actuarial gain . ........................... (262,361) (269,123)  (282,268)
Accrued benefit cost . ... ... ... $(462,184) $(459,776) $(448,317)
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For the Twelve For the Six

For the Twelve Months
i oiads B
2002 2001 2001 2000
Components of Net Periodic Credit:
SEIVICE COSE & vttt e e e et e e $ 4,059 $ 1982 $ 3295 $ 4,763
Interest CoSt . ... v 15,567 7,179 13,492 13,760
Legal and administrative costs . . .................. 2,000 1,000 2,000 2,001
Expected returnon plan assets .. .................. (2,873) (2,764) (4,808)  (4,066)
Amortization of prior servicecost ................. (728) (364) (728) (728)
Recognized net actuarial gain .................... (19,644) (10,302) (21,650) (27,061)
Net Periodic Credit ............. ... .. ... ... $ (1,619 $ (3,269 $ (8,399) $(11,331)

Note 18—Other Employee Benefit Plans:
UMWA Pension and Benefit Trusts:

Certain subsidiaries of CONSOL Energy were required under prior National Bituminous Coal Wage
Agreements (NBCWA) with the United Mine Workers of America (UMWA) to pay amounts to the UMWA
Pension Trusts based principally on hours worked by UMWA represented employees. These multi-employer
pension trusts provide benefits to eligible retirees through a defined benefit plan. Contributions to the pension
trusts, currently, are not required under the National Bituminous Coal Wage Agreement of 2002 with the United
Mine Workers of America. There were no charges to expense for the twelve months ended December 31, 2002,
and no charges to expense for the six months ended December 31, 2001. Amounts charged to expense for these
benefits were $64 and $436 for the twelve months ended June 30, 2001 and 2000, respectively. The Employee
Retirement Income Security Act of 1974 (ERISA) as amended in 1980, imposes certain liabilities on contributors
to multi-employer pension plans in the event of a contributor’s withdrawal from the plan. The withdrawal
liability would be calculated based on the contributor’s proportionate share of the plan’s unfunded vested
liabilities.

The Coal Industry Retiree Health Benefit Act of 1992 (the Act) created two multi-employer benefit plans:
(1) the United Mine Workers of America Combined Benefit Fund (the Combined Fund) into which the former
UMWA Benefit Trusts were merged, and (2) the 1992 Benefit Fund. CONSOL Energy subsidiaries account for
required contributions to these multi-employer trusts as expense when incurred.

The Combined Fund provides medical and death benefits for all beneficiaries of the former UMW A Benefit
Trusts who were actually receiving benefits as of July 20, 1992. The 1992 Benefit Fund provides medical and
death benefits to orphan UMW A-represented members eligible for retirement on February 1, 1993, and who
actually retired between July 20, 1992 and September 30, 1994, The Act provides for the assignment of
beneficiaries to former employers and the allocation of unassigned beneficiaries (referred to as orphans) to
companies using a formula set forth in the Act. The Act requires that responsibility for funding the benefits to be
paid to beneficiaries be assigned to their former signatory employers or related companies. This cost is
recognized as expense when payments are assessed. Amounts charged to expense for the Act were $35,492 for
the twelve months ended December 31, 2002, $14,698 for the six months ended December 31, 2001, $33,180 and
$30,524 for the twelve months ended June 30, 2001 and 2000, respectively. Based on available information at
December 31, 2002, CONSOL Energy’s obligation for the Act is estimated at approximately $658,000.

The UMWA 1993 Benefit Plan is a defined contribution plan that was created as the result of negotiations
for the NBCWA of 1993. This plan provides health care benefits to orphan UMWA retirees who are not eligible




oD

NOTES TC CONSCLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continzed)
(Doliars in thousands except per share amounts)

to participate in the Combined Fund, the 1992 Benefit Fund, or whose last employer signed the 1993 or a later
NBCWA and who subsequently goes out of business. Contributions to the trust were fixed at thirteen cents per
hour worked by UMWA represented employees. The NBCWA of 2002 increases the contribution rate to fifty
cents per hour worked effective January 1, 2003. Amounts charged to expense for the UMWA 1993 Benefit Plan
were $732 for the twelve months ended December 31, 2002, $441 for the six months ended December 31, 2001,
and $829 and $834 for the twelve months ended June 30, 2001 and 2000, respectively.

At December 31, 2002, approximately 38% of CONSOL Energy’s workforce was represented by the
UMWA. A new five-year labor agreement was reached in December 2001 and is effective from January 1, 2002
through December 31, 2006. This agreement replaced the National Bituminous Coal Wage Agreement of 1998.

Investment Plan:

CONSOL Energy has an investment plan available to all domestic, non-represented employees. CONSOL
matches employee contributions for an amount up to 6 percent of the employee’s base pay. Amounts charged to
expense were $11,732 for the twelve months ended December 31, 2002, $5,631 for the six months ended
December 31, 2001, $14,502 and $10,998 for the twelve months ended June 30, 2001 and 2000, respectively.
Prior to February 1, 2001, a separate investment plan was maintained for all Management Employees of
Rochester & Pittsburgh Coal Company, which was matched by CONSOL Energy up to a maximum of $750 per
year. Beginning February 1, 2001, contributions to this Plan ceased for all non-represented Management
Employees, and they became eligible to participate in the CONSOL Energy Plan.

Long-Term Disability:

CONSOL Energy has a Long-Term Disability Plan available to all full-time salaried employees. The
benefits for this plan are based on a percentage of monthly earnings, offset by all other income benefits available
to the disabled. Liabilities (net of Plan Assets) included in Deferred Credits and Other Liabilities—Other
amounted to $27,833 at December 31, 2002, $26,267 at December 31, 2001 and $28,466 at June 30, 2001. The
expense was determined using a discount rate of 7.25% for the twelve months ended December 31, 2002, 7.25%
for the six months ended December 31, 2001, and 7.75% for the twelve months ended June 30, 2001. Benefit
costs for long-term disability were $4,866 for the twelve months ended December 31, 2002, $2,601 for the six
months ended December 31, 2001, $5,389 for the twelve months ended June 30, 2001 and $4,954 for the twelve
months ended June 30, 2000.

Note 19—Stock-Based Compensation:

CONSOL Energy adopted the CONSOL Energy Inc. Equity Incentive Plan on April 7, 1999. The plan
provides for grants of incentive stock options to key employees and to non-employee directors. The initial
number of shares of common stock reserved for issuance under the plan is 3,250,000, of which 1,000,000 are
available for issuance of awards other than stock options. No award of incentive stock options may be exercised
under the plan after the tenth anniversary of the effective date of the award.

CONSOL Energy accounts for its stock options granted to employees and non-employee directors in
accordance with APB 25.
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The fair value of each option granted is estimated on the day of the grant using the Black-Scholes option-
pricing model in accordance with SFAS No. 123. The weighted average assumptions used were:

December 31, December 31, June 30,
2002 2601 2001 2000
Expected dividend yield ............................ 4.4% 4.6% 4.5% 7.0%
Expected volatility ........ ... ... ... ...l 56.2% 59.4% 57.7% 38.0%
Risk-free interestrate .................00viiniren.. 2.87% 4.5% 4.7% 6.0%
Expectedlife ... ... ... 398 years  3.98 years 2.95years 3.98 years

A summary of the status of stock options granted is presented below:

Weighted
Average
Exercise
Price Of
Exercisable Exercisable
Options Options

Weighted

Average

Exercise

Shares Price

Balance at June 30,1999 . ... ... .. ... 784,000 $16.00
Granted . ... ... 80,000 1241
Balance at June 30,2000 ........... ... .. ... 864,000 $15.67
Granted . ... ... .. 1,039,096 22.77
Exercised ........ ... i (105,550) 15.37
Forfeited . ...... ... .. e (192,750) 16.31
Balance at June 30,2001 . ... ... ... . 1,604,796  $20.21
Granted . ... ... . . 754,693 26.51
Forfeited ... ... ... . . ... . (15,400) 30.18
Balance at December 31,2001 ... ... ... . ... ... ... 2,344,089 $22.17
Granted . ... ... e 785,587 13.56
Exercised . ... ... e (24,631) 15.53
Forfeited .. ... i e (6,000) 30.18
Balance at December 31,2002 . ... ... ... . . e, 3,099,045  $20.02

196,000  $16.00

269,639  $15.97

460,871  $16.75

1,285,611  $21.88

All stock options granted in 1999 through 2001 had exercise prices equal to the market price of CONSOL
Energy’s common stock on the date of the grant. The weighted average per share fair value of options as of the
grant date was $5.23 at December 31, 2002, $9.74 at December 31, 2001, $7.17 at June 30, 2001, and $2.56 at

June 30, 2000.

Characteristics of outstanding stock options at December 31, 2002 are as follows:

Outstanding Options Exercisable Options
Weighted  Weighted Weighted
Average Average Average
Remaining  Exercise Exercise

Range of Exercise Price Shares Life Price Shares Price
$10.88-$13.61 ... .. 825,087 9.6 $13.46 30,625 $11.47
16.00-18.81 ... i e 1,178,265 7.1 17.53 726,901 17.25
2569-30.79 ... 1,095,693 8.6 27.65 528,085 28.86
$10.88-830.79 ... 3,099,045 83 $20.02 1,285,611 $21.88
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No compensation expense was recognized because the exercise price of the stock options equals the market
price of the underlying stock at the date of the grant and the number of shares issued is fixed. These stock options
will terminate ten years after the date on which they were granted. The employee stock options, covered by the
Equity Incentive Plan adopted April 7, 1999, vest 25% per year, beginning one year after the grant date. There
are 2,709,069 stock options outstanding under this plan. The 337,000 employee stock options granted on March
1, 2001 fully vest one year after the grant date. Non-employee director stock options vest 33% per year,
beginning one year after the grant date. There are 52,976 stock options outstanding under these grants. The
vesting of the options will accelerate in the event of death, disability or retirement and may accelerate upon a
change of control of CONSOL Energy.

The Chairman of the Board of CONSOL Energy is also entitled to receive annual shares of common stock
having a fair market value of $225 per grant per year. Under this agreement, $225 of expense was recognized for
stock issued in the twelve months ended December 31, 2002, $113 in the six months ended December 31, 2001,
and $225 in the twelve months ended June 30, 2001.

Note 20—0ther Comprehensive Loss:

Components of other comprehensive loss consist of the following:

Change in Accumulated
Fair Value of Minimum Other
Cash Flow Pension Comprehen-
Hedges Liability stve Loss
Balance at June 30,2000 ............ ... ... $§ — $ (322) $ (322
Current period charge . .......oi i i i — (15) (15)
Balance at June 30, 2001 ... ... . e — (337) (337)
Currentperiod change . . ... ... oot i i e e e — (37,322) (37,322)
Balance at December 31,2001 ............. . ... — (37,659)  (37.659)
Currentperiodchange . .. ... ..o o e e (1,619) (54,092)  (55,711)
Balance at December 31,2002 ... ... .. i e $(1,619)  $(91,751) $(93,370)

Note 21—Research and Development Costs:

CONSOL Energy operates a research and development facility devoted to providing technical support to
coal, gas and other functions. Costs related to research and development are expensed as incurred. These costs
were $5,586 for the year ended December 31, 2002, $2,288 for the six months ended December 31, 2001, $5,329
for the year ended June 30, 2001 and $8,046 for the year ended June 30, 2000.
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Note 22—Supplemental Cash Flow Information:

For the Twelve For the Six

For the Twelve Months
NonnEnded Mois Enckd ™ £ L2
2002 2001 2001 2000
Cash paid (received) during the year for:
Interest (net of amounts capitalized) ................. $ 32,931 $ 13,257  $48,630 $ 45,428
INCOME tAXES . ... oottt et e $ (19,750) $ 78,770 $20,962 $ 34,430
Non-cash investing and financing activities:
Businesses acquired (Note 2):
Fair value of assets acquired ..................... $(173,848) $386,887  $39,072 $168,010
Liabilitiesassumed ... .......... ..., $(173,848) $549,625 $ — $ 4,504
Reclassification from equity method ................... $ 717 $182,603 & — § —
Note received from property sales ..................... $ 5,200 $ 4225 $ 9,108 $ 20,207
Exercise Option on property .. ..........eeuiiiieinn. .. $ — $ 1529 $ — % —
Stock dividends issued ............ ... e $ 4 $ 2 8 37 % 12

Note 23—Concentration of Credit Risk and Major Customers:

CONSOL Energy markets steam coal, principally to electric utilities in the United States, Canada and
Western Europe, and metallurgical coal to steel and coke producers worldwide. As of December 31, 2002,
December 31, 2001 and June 30, 2001, accounts receivable from utilities were $134,729, $136,537 and
$129,898, respectively, and from steel and coke producers were $24,920, $32,072 and $33,704, respectively.
Credit is extended based on an evaluation of the customer’s financial condition, and generally collateral is not
required. Credit losses consistently have been minimal.

Coal sales (including spot sales) to CONSOL Energy’s largest customer, Allegheny Energy, were $326,878
for the twelve months ended December 31, 2002, $149,119 for the six months ended December 31, 2001,
$320,601 for the twelve months ended June 30, 2001 and $293,178 for the twelve months ended June 30, 2000.
Accounts receivable from Allegheny Energy were $25,720, $30,855 and $28,894 as of December 31, 2002,
December 31, 2001, and June 30, 2001, respectively.

Coal sales (including spot sales) and gas sales to CONSOL Energy’s second largest customer, American
Electric Power, were $236,120 for the twelve months ended December 31, 2002, $152,715 for the six months
ended December 31, 2001, $109,225 for the twelve months ended June 30, 2001 and $118,692 for the twelve
months ended June 30, 2000. Accounts receivable from American Electric Power were $25,038, $27,491 and
$10,701 as of December 31, 2002, December 31, 2001 and June 30, 2001, respectively.

Note 24— air Values of Financial Instruments:
The following methods and assumptions were used to estimate the fair values of financial instruments:

Cash and cash equivalents: The carrying amount reported in the balance sheets for cash and cash
equivalents approximates its fair value due to the short maturity of these instruments.

Short-term notes payable: The carrying amount reported in the balance sheets for short-term notes payable
approximates its fair value due to the short-term maturity of these instruments.

Long-term debt: The fair values of long-term debt are estimated using discounted cash flow analyses, based
on CONSOL Energy’s current incremental borrowing rates for similar types of borrowing arrangements.
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Capital Leases: The fair values of long term debt are estimated using discounted cash flow analyses, based
on current incremental borrowing rates for similar types of borrowing arrangements.

The carrying amounts and fair values of financial instruments, excluding derivative financial instruments
disclosed in Note 25, are as follows:

December 31, 2002 December 31, 2001 June 30, 2001
Carrying Fair Carrying Fair Carrying Fair
Amount Value Amount Value Amount Value
Cash and cash equivalents $ 11,517 $ 11517 $ 15,582 $ 15,582 $ 16,625 $ 16,625
Short-term notes payable $(204,545) $(204,545) $(323,683) $(323,683) $(360,063) $(360,063)
Long-term debt $(488,907) $(492,534) $(287,168) $(298,608) $(289,188) $(293,647)
Capital Leases $ (8139 $ (8,679) $ (12,458) $ (13,771) $ (14,373) $ (16,300)

Note 25-—Derivative Instruaments:

CONSOL Energy holds or purchases derivative financial instruments for purposes other than trading. Details of
the fair values of the outstanding instruments are as follows:

December 31, 2002

NatUrA] G8S . ..ottt e e e e e $(3,002)
Interest Rates . ... e $ (869)
FOreign CUITEMCY . . . ottt et et e et e e et ettt e et e e $ 232

CONSOL Energy did not have outstanding derivative instruments for any prior periods.
Cash Flow Hedges

Interest Rates: On July 17, 2002 CONSOL Energy Australia Pty Ltd (CEA), one of CONSOL Energy’s
subsidiaries, entered into two interest rate swap agreements to hedge the interest rate risk exposure of forecasted
interest payments on a portion of its outstanding variable rate debt. These agreements effectively convert variable
rate debt into fixed rate debt and cover the known exposure period which extends through September 2007. The
amounts to be paid or received on these swaps are recognized as an adjustment to interest expense. There was no
ineffectiveness in 2002 related to this hedging strategy.

On February 19, 2002, CONSOL Energy entered into an interest rate lock agreement with a notional amount
of $250,000 to manage the interest rate volatility prior to March 7, 2002, the pricing date of CONSOL Energy’s
bond offering. This agreement essentially fixed the underlying treasury rate of the bonds at 4.928% and resulted
in a net payment of $1,332 to CONSOL Energy. This receipt resulted in other comprehensive income of $814
(net of $518 deferred tax), which will be amortized to interest income over the life of the notes using the straight
line method. There was no ineffectiveness in 2002 related to this hedging strategy.

Natural Gas: CONSOL Energy entered into derivative instruments to convert the market prices related to
2003 anticipated sales of natural gas to fixed prices. Any gains or losses related to these derivative instruments
will be recognized when the sale of the natural gas occurs. There was no ineffectiveness in 2002 related to this
hedging strategy.

For these cash flow hedge strategies, the fair values of the derivatives are recorded on the balance sheet. The
effective portions of the changes in fair values of the derivatives are recorded in other comprehensive income and
are reclassified to sales, interest expense, or interest income in the period in which earnings are impacted by the
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hedged items or in the period that the transaction no longer qualifies as a cash flow hedge. There were no
transactions that ceased to qualify as a cash flow hedge in 2002. CONSOL Energy’s consolidated balance sheet
is reflected on a net asset/(liability) basis, as permitted by the master netting agreements, by over the counter
parties.

Assuming market rates remain constant with rates at December 31, 2002, $2,019 of the $2,365 loss and $81
of the $746 income included in other comprehensive income is expected to be recognized in earnings over the
next 12 months.

CONSOL Energy did not have any derivatives designated as fair value hedges in the current period.
Other

Foreign Currency: On July 17, 2002, CONSOL Energy Australia entered into foreign currency contracts
that do not qualify for fair value, cash flow or net investment hedge accounting. These contracts convert the
variable market exchange rates of the U.S. dollar to Australian dollar to fixed rates. The contracts were entered
into to fix the cost of anticipated Australian dollar capital expenditures and resulted in $232 of income in the
2002 period. The U.S. dollar notional amount of all foreign currency contracts was $18,254 as of December 31,
2002.

Note 26—Commitments and Contingent Liabilities:

CONSOL Energy has various purchase commitments for materials, supplies and items of permanent
investment incidental to the ordinary conduct of business. Such commitments are not at prices in excess of
current market values.

One of our subsidiaries, Fairmont Supply Company, which distributes industrial supplies, currently is
named as a defendant in approximately 21,000 asbestos claims in state courts in Pennsylvania, Ohio, West
Virginia and Mississippi. Because a very small percentage of products manufactured by third parties and
supplied by Fairmont in the past may have contained asbestos and many of the pending claims are part of mass
complaints filed by hundreds of plaintiffs against a hundred or more defendants, it has been difficuit for Fairmont
to determine how many of the cases actually involve valid claims or plaintiffs who were actually exposed to
asbestos-containing products supplied by Fairmont. In addition, while Fairmont may be entitled to indemnity or
contribution in certain jurisdictions from manufacturers of identified products, the availability of such indemnity
or contribution is unclear at this time and, in recent years, some of the manufacturers named as defendants in
these actions have sought protection from these claims under bankruptcy laws. Fairmont has no insurance
coverage with respect to these asbestos cases. To date, payments by Fairmont with respect to asbestos cases have
not been material. However, there cannot be any assurance that payments in the future with respect to pending or
future asbestos cases will not be material to the financial position, results of operations or cash flows of
CONSOL Energy.

CONSOL Energy or its subsidiaries are subject to various lawsuits and claims with respect to such matters
as personal injury, wrongful death, damage to property, exposure to hazardous substances, governmental
regulations including environmental remediation, employment and contract disputes, and other claims and
actions, arising out of the normal course of business. In addition, CONSOL Energy has recognized a liability
related to a waste disposal site and accrued $4,975, of which $1,700 was recorded in the twelve months ended
December 31, 2002, in Other Liabilities. The associated expense is included in Cost of Goods Sold and Other
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Operating Charges. CONSOL Energy has paid $2,092 related to the remediation of this waste disposal site and,

accordingly, reduced the liability to $2,883 at December 31, 2002. In the opinion of management, the ultimate

liabilities resulting from such pending lawsuits and claims will not materially affect the financial position, results

of operztions or cash flows of CONSOL Energy.

CONSOL Energy and certain of its subsidiaries have provided the following financial guarantees. CONSOL

Energy Management believes that these guarantees will expire without being funded, and therefore the

commitments will not have a material adverse effect on financial condition.

Guarantee Term Maximum Payments
Workers’ Compensation Surety Bonds(a) ............... Various $427,600
Reclamation Surety Bonds (b) .. ....................... Various $266,100
Gas Sales Agreements (€) .......viiiii i Various $ 70,800
Chio Power Company (d) ........... ..o, 6/1993 - 6/2006 $ 40,339
Miscellaneous Surety Bonds (€) ....................... Various $ 28,700
Ohio Valley Electric Corporation (f) . ................... 1/2000 -12/2006 $ 24,565
1992 BenefitPlan (g) ... ..o v 10/2002 -10/2003 $ 22,389
Orix Financial Services(h) ............. ... ... ... ..... 12/2002 -12/2007 $ 17,700
US.Bancorp (i) .o cove e i 7/2002 - 7/2007 $ 15,300
Court Bonds (1) .o i et s Various $ 12,600
Illinois Industrial Commission (K) .. ...........covviun... 10/2002 -10/2003 $ 9,050
U.S. Department of Energy (I) . ... ... oo o n st $ 4,900
ISDA Agreements (IN) ... ..o oivinneun e iiinannnnn Various $ 3,000
Old RepublicInsurance (n) .............covevinan.... 11/2002 -11/2003 $ 2,759
GE Capital Finance (0) . ... $ 2,500
Centimark Corp. (P) « «+ v oo e 8/2000 — 8/2008 $ 1,600
U.S. Pepartmentof Labor (q) .................. o uhtn 12/2002 -12/2003 $ 1,150
LABARCO. (1) ...t 4/1999 — 4/2005 $§ 300
Total Guarantees ...........c.oviiiiiierenneennnnn. $951,352

a) CONSOL Energy and its subsidiaries, at various times throughout the year, have issued surety bonds related
to workers’ compensation obligations. These bonds are necessary as a result of CONSOL Energy being self
insured for workers’ compensation, and will be called should CONSOL Energy or any of its subsidiaries fail

to pay workers’ compensation claims.

b} A number of CONSOL Energy subsidiaries have issued surety bonds related to reclamation and subsidence
obligations. CONSOL Energy through these bonds, guarantees the performance of these obligations related

to reclamation and subsidence.

c) Certain subsidiaries of CONSOL Energy have entered into gas sale agreements in which CONSOL Energy

guarantees the delivery of a specific quantity of fixed price gas for the duration of the contract. These

agreements include the following:

1) CONSOL Energy has an agreement with CONCCO Inc. which guarantees the physical delivery of

Pocahontas Gas Partnership, a subsidiary of CONSOL Energy, production through December 31, 2004.

The estimated maximum potential amount of undiscounted future payments is $16,900.

2) CONSOL Energy has an agreement with American Electric Power which guarantees the physical sale

of Buchanan Production Company, a subsidiary of CONSOL Energy, production through December
31, 2003. This agreement has a maximum potential amount of future payments totaling $9,900.
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3) CONSOL Energy has an agreement with Dominion which guarantees the physical sales of Buchanan
Production Company, a subsidiary of CONSOL Energy, through December 31, 2005. This guarantee
has a maximum payment of $5,000.

4) CONSOL Energy has an agreement with Dominion Field Services to guarantee any unpaid obligations
of the following subsidiaries, specific to these gas sales agreements. The maximum potential future
payments are as follows: (a) Buchanan Production Company—$33,000, (b) Greene Energy—3$3,000,
and (¢) CNX Gas—$3,000.

5) The Buchanan Gas/Buchanan General Sales Agreement guarantees the delivery of specific quantities
of gas through May 7, 2022. If our subsidiary fails to deliver the volume specified in the contract they
are obligated to pay a deficiency charge equal to the undelivered volumes times the daily price of gas.

CONSOL Energy is the guarantor of the Coal Supply Agreement dated June 3, 1993 between Ohio Power
Company and one of its subsidiaries. Under this agreement, CONSOL Energy guarantees full and timely
performance of all obligations of its subsidiaries, arising from the Coal Supply Agreement.

Several subsidiaries of CONSOL Energy have issued miscellaneous surety bonds, primarily water quality
bonds and road bonds. CONSOL Energy, through the issuance of these bonds, guarantees the performance
of these obligations of its subsidiaries.

CONSOL Energy is the guarantor of the Coal Supply Agreement between several of its subsidiaries and
Ohio Valley Electric Corporation. Under this agreement, CONSOL Energy guarantees the full and faithful
performance of all obligations of these subsidiaries with respect to this Coal Supply Agreement.

On October 15, 2002, a subsidiary of CONSOL Energy, issued a letter of credit to the 1992 Benefit Plan.
This letter of credit will be drawn upon if the subsidiary fails to pay the claims related to this plan.

A CONSOL Energy subsidiary entered into an equipment lease agreement on December 30, 2002 for a
longwall to be used at Buchanan Mine. In accordance with this agreement, CONSOL Energy guarantees the
payment of all liabilities and the performance of all obligations of the subsidiary.

A CONSOL Energy subsidiary entered into an agreement on July 17, 2002 with U.S. Bancorp Equipment
Finance, Inc. to lease a longwall for use at McElroy Mine. CONSOL Energy is the guarantor of this
agreement, whereby CONSOL Energy promises prompt and full payment to U.S. Bancorp upon the failure
of the subsidiary to satisfy the obligations of the agreement.

Several subsidiaries of CONSOL Energy have issued court bonds related to court proceedings in which they
are involved. These bonds would be called should any of the subsidiaries file bankruptcy while the
proceedings were still in existence and unresolved. The bonds will be released by the court when the
proceedings conclude.

On October 15, 2002, CONSOL Energy, in conjunction with several of its subsidiaries, issued a letter of
credit to Hlinois Industrial Commission. This letter of credit is related to CONSOL Energy’s self insurance
program for workers’ compensation. Should CONSOL Energy, or any of these subsidiaries, fail to pay the
workers’ compensation claims, Illinois Industrial Commission will draw on this letter of credit.

CONSOL Energy, along with SynAggs Inc., organized Universal Aggregates, LL.C on January 1, 2000.
Universal Aggregates is obligated to complete the design, construction and operation phases of the
Birchwood Power Plan Project, and CONSOL Energy is obligated to provide their 50% share of the funds
for this project. CONSOL Energy, acting as guarantor, guarantees the performance of the obligations of
Universal Aggregates, with respect to this agreement, to the Department of Energy, to the extent of its 50%
membership interest in Universal Aggregates.
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m) CONSOL Energy has several International Swap and Derivative Association (ISDA) Agreements with
Citibank effective November 21, 2002. These agreements cover the gas derivative hedging activity of
Buchanan Production Company.

n) A subsidiary of CONSOL Energy, issued a letter of credit to Old Republic Insurance Company on
November 12, 2002. This letter of credit is related to workers’ compensation liabilities, and is due to the fact
that CONSOL Energy and its subsidiaries are self insured for workers’ compensation. The letter of credit
will be drawn upon if the subsidiary fails to pay the related workers’ compensation claims.

o) Universal Aggregates received financing from GE Capital Public Finance, Inc. for the purchase of
equipment for the Birchwood Power Project, through an agreement dated December 1, 2002. CONSOL
Energy is a guarantor of that agreement, by which it unconditionally guarantees to GE Capital the full and
prompt payment when due of all debts, liabilities and obligations owed by Universal Aggregates with
respect to this loan agreement, not to exceed $2,500.

p) A subsidiary of CONSOL Energy entered into an agreement to lease office space from Centimark
Corporation on August 1, 2000. In connection with this agreement, CONSOL Energy guarantees full and
timely performance of all obligations of the subsidiary to Centimark, in relation to this lease agreement.

q) On December 17, 2002, three subsidiaries of CONSOL Energy, issued a letter of credit to the U.S.
Department of Labor. This letter of credit is related to Longshore and Harborworkers’ compensation claims
and will be drawn upon should these subsidiaries fail to pay the claims.

r) On April 1, 1999, a subsidiary of CONSOL Energy entered into an agreement with Alaska Supply Chain
Integrators (ASCI) to lease warehouse space, whereas ASCI leases the warechouse from LABAR Co. In
conjunction with this agreement, CONSOL Energy is a guarantor to LABAR Co., and guarantees prompt
payment of all amounts due under the lease in the event of default by the subsidiary.

Note 27—Segment Information:

CONSOL Energy has two reportable business segments: Coal and Gas. In the twelve months ended
December 31, 2002, CONSOL Energy implemented a new internal segment reporting method in order to align
segment results to management’s assessment of profitability. As a result, the measure of segment profit or loss
has changed from Pre-tax Operating Income (Loss) to Earnings (Loss) Before Income Taxes. Also, some
corporate charges that were previously reflected in the All Other segment are now reported as Corporate items
and reflected in the reconciliation between Segment Earnings (Loss) Before Income Tax to total Earnings (Loss)
Before Income Tax. CONSOL Energy has also changed its disclosure from reporting additions to property, plant
and equipment to reporting capital expenditures for property, plant and equipment as shown on the cash flow
statement. Previously, additions to property, plant and equipment included certain non-cash increases.




Segment results for the twelve months ended December 31, 2002:

Sales—outside .......
Sales—related

parties ............
Freight—outside . ... ..
Freight—related

parties ............
Intersegment

transfers ..........

Total Sales and
Freight ..........

Earnings (Loss) Before
Income Taxes ......

Segment assets .......

Depreciation, depletion
and amortization .. ..

Capital Expenditures . . .
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Corporate
Reportable Business Segments Ad_]uséments
Coal Gas Total All Other Eliminations Consolidated
$1,776,525(A) $146,806(A) $1,923,331 $ 79,210 $ — 32,002,541
804 — 804 — — 804
133,664 — 133,664 188 — 133,852
564 — 564 — — 564
— 2,106 2,106 87,508 (89,614) —_
$1,911,557 $148,912 $2,060,469  $166,906 $(89,614) 82,137,761
$ (10,334) $ 38,915 $ 28,81 $(22,595) $(46,409) $ (40,423)(B)
$2,871,693 $626,539 $3,498,232 $223,310 $571,618 $4,293,160(C)
$ 218,103 $ 34,368 $ 252,471 $ 10,402 h) — $ 262,873
$ 233,586 $ 56,812 $ 290,398 $ 4837 $ — $ 295,235

(A) Included in the Coal segment are sales of $169,198 to American Electric Power and sales of $318,919 to
Allegheny Energy. Included in the Gas segment are sales of $66,922 to American Electric Power and sales
of $7,959 to Allegheny Energy.

{B) Includes equity in earnings (loss) of unconsolidated affiliates of $(6,298), $(2,177) and $(1,343) for Coal,
Gas and All Other, respectively.

(C) Includes investments in unconsolidated equity affiliates of $92,247, $14,582 and $28,533 for Coal, Gas and
All Other, respectively. Also, included in the Coal segment is $71,581 of receivables related to the Export

Sales Excise Tax resolution.
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Segment results for the six months ended December 31, 2001 are:

Cc'orporate
Reportable Business Segments Adj“ﬁmmm
Coal Gas Total Al Other Eliminations Conseclidated
Sales—outside . ........ $ 876,538(D) $ 47918(>) $ 924,456 $ 40,004 $ — $ 964,460
Sales—-related parties . . . — — — — — —
Freight—outside ....... 70,314 — 70,314 — — 70,314
Freight—related
parties ............. — — — — — —
Intersegment transfers . . . —_ 809 809 42,701 (43,510) —
Total Sales and
Freight ......... $ 946,852 $ 48,727 $ 995579 § 82,705 $(43,510) $1,034,774
Earnings (Loss) Before
Income Taxes ....... $ (4,832 $ 6,601 $ 1,769 $ (401) $(20,988) $ (19,620)E)
Segment assets ........ $2,926,259 $594,955 $3,521,214  $163,372 $614,146 $4,298,732(F)
Depreciation, depletion
and amortization .. ... $ 102,686 $ 12,581 $ 115267 $ 4,772 $ — $ 120,039
Capital Expenditures . ... $ 137,977(G) $193910(G) $§ 331,887 $ 4,237 $ — $ 336,124

(D)

®

®

(&)

Included in the Coal segment are sales of $122,335 to American Electric Power and sales of $149,119 to
Allegheny Energy. Included in the Gas segment are sales of $30,380 to American Electric Power.

Includes equity in earnings (losses) of unconsolidated affiliates of $86, $1,079 and $(369) for Coal, Gas and
All Other, respectively.

Includes investments in unconsolidated equity affiliates of $69,415, $7,589 and $663 for Coal, Gas and All
Other, respectively. Also, included in the Coal segment is $74,474 of receivables related to the Export Sales
Excise Tax resolution.

Included in the Coal segment capital expenditures is $17,950 attributable to the purchase of Glennies Creek
Mine. Included in the Gas segment capital expenditures is $155,312 attributable to the purchase from
Conoco Inc. of the remaining 50% interest in the assets of Pocahontas Gas Partnership and the remaining
25% interest in the assets of Cardinal States Gathering Company. The assets owned by these two entities are
fully consolidated at and from the acquisition date, and previously were accounted for on the equity method.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Ceontinued)
(Dollars in thousands except per share amounts)

Segment results for the twelve months ended June 30, 2001 are:

Sales—outside ........
Sales—-related parties . . .
Freight—outside . ... ...

Freight—related

parties .. ...........
Intersegment transfers ..

Total Sales and

Freight ..........

Earnings (Loss) Before

Income Taxes .......

Segment assets ........

Depreciation, depletion

and amortization . . ...

Capital Expenditures ...

C(?rporate
Reportable Business Segments Adjuséments
Coal Gas Total All Other Eliminations Consolidated
$1,852,784(H) $129,768 $1,982,552  $131,362 $ — $2,113,914
9,288 — 5,288 — — 9,288
157,037 — 157,037 — — 157,037
3,903 — 3,903 — -— 3,903
— 3,535 3,535 03,184 (96,719) —
$2,023,012 $133,303 $2,156,315 $224,546 $(96,719)  $2,284,142
$ 197,513 $ 88,980 $ 286,493 $§ (1.405) $(44.753) $ 240,335
$3,001,455 $329,834  $3,331,289  $158,694 $404,988 $3,894,971(1)
$ 220,849 $ 10,818 $ 231,667 $ 11,605 $ — $ 243,272
$ 211,290(K) $ 31,353 $ 242,643 $ 10,428 $ — $ 253,071

(H) Included in the Coal segment are sales of $109,225 to American Electric Power and sales of $320,601 to

Allegheny Energy.

(I) Includes equity in earnings (losses) of unconsolidated affiliates of $(256), $21,254 and $(1,561) for Coal,
Gas and All Other, respectively. Also, included in Coal is $92,458 of income related to the Export Sales

Excise Tax resolution.

(J) Includes investments in unconsolidated equity affiliates of $40,559, $182,269 and $683 for Coal, Gas and
All Other, respectively. Also, included in the Coal segment is $102,241 of receivables related to the Export
Sales Excise Tax resolution.

(K) Included in the Coal segment capital expenditures is $39,072 attributable to the purchase of Line Creek

Mine.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amounts)

Segment results for the twelve months ended June 30, 2000 are:

Sales—outside ........
Sales-—related parties . . .
Freight—outside .. ... ..

Freight—related

parties .............
Intersegment transfers . .

Total Sales and

Freight ..........

Earnings (Loss) Before

Income Taxes .......

Segment assets ........

Depreciation, depletion

and amortization . . ...

Capital Expenditures ...

Corporate
Reportable Business Segments Ad_mgmems
Coal Gas Total All Other Eliminations Consolidated
$1,886,358(L) $ 48,198 $1,934,556 $157,040 $ — $2,091,596
3,254 — 3,254 — — 3,254
164,512 — 164,512 — — 164,512
1,422 — 1,422 — — 1,422
— 831 831 85,788 (86,619) —_
$2,055,546 $ 49,029  $2,104,575 $242.828 $(86,619)  $2,260,784
$ 146,830 $ 21,038 $ 167,868 $ 784 $(62,105) $ 106,547(M)
$2,969,779 $320,840 $3,290,619 $175,056 $400,636 $3,866,311(N)
$ 232,505 $ 5,299 $ 237,804 $ 12,073 3 — $ 249,877
$ 124,877 $177,545(C) $ 302,422 $ 3,682 $ — $ 306,104

(L) Included in the Coal segment are sales of $118,692 to American Electric Power and sales of $293,178 to

Allegheny Energy.

(M) Includes equity in earnings of unconsolidated affiliates of $1,969 for Gas.
(N) Includes investments in unconsolidated equity affiliates of $769, $175,220 and $1,283 for Coal, Gas and All

Other, respectively.

(O) Included in the gas segment capital expenditures is $163,506 attributable to the purchase of MCN Energy

Group Inc.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSCL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Doliars in thousands except per share amounts)

Reconciliation of Segment Information to Consolidated Amounts:

Revenue and Other Income:

Total segment sales and freight from external
CUSEOITIEES . o\ ettt et e et e e e
Other income not allocated to segments (Note 4) .....

Total Consolidated Revenue and Other Income . . . . .

Earnings (Loss) Before Income Taxes:

Segment Earnings (Loss) Before Income Taxes for
total reportable business segments . ..............

Segment Earnings (Loss) Before Income Taxes for all
other businesses ............ ... ... .l

Incentive Compensation ................ ...0.....

Interest income (expense), net and other non-operating
activity ...

Earnings (Loss) Before Income Taxes ..............

Total Assets:
Segment assets for total reportable business

SEGMENTS ..o vvtt ettt
Segment assets for all other businesses .............
Items excluded from segments assets:
Cash and other investments . .....................
Export sales excise tax resolution interest receivable ..
Deferred tax assets ...........cconiuiinninnnonnn
Recoverable (Accrued) income taxes . ..............
Intangible asset — overfunded pensionplan ..........
Bondissuance costs . ............. i

Total Consolidated Assets . .......covenrvnnnn..

For the Twelve

For the Six

For the Twelve Months
Months Ended Months Ended
December 31,  December 31, Ended June 30
2002 2001 2001 2000
$2,137,761 $1,034,774  $2,284,142 $2,260,784
45,837 31,223 70,457 64,359
$2,183,598  $1,065,997 $2,354,599 $2,325,143
$ 28,581 $ 1,769 $ 286,493 $ 167,868
(22,595) 401) (1,405) 784
173 (1,052) (18,356) (6,291)
(46,582) (19,936) (26,397) (55,814)
$ (40,423) $ (19,620) $ 240,335 $ 106,547
December 31,  December 31, June 30, June 30,
2002 2001 2001 2000
$3.498232  $3,521,214 $3,331,289 $3,290,619
223,310 163,372 158,694 175,056
11,800 15,967 17,104 8,181
21,649 21,419 32,351 —_
512,954 575,614 355,533 384,642
21,935 — — 7.813
906 1,146 — —
2,374 — — —
$4,293,160  $4,298,732 $3,894,971 $3,866,311
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES
NOTES TO CONSCLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amounts)
Enterprise-Wide Disclosures:

CONSOL Energy’s Revenues by geographical location:

For the Twelve For the Six
Months Ended Months Ended For the Twelve Months

December 31, December 31, Ended june 36
2002 2001 2001 2000
United States . . ...t $1,785417 $ 859,492 $1,881,045 $1,848,308
Burope . ... e 181,748 82,538 216,258 193,581
ASIA . 39,495 14,886 26,311 72,878
Canada ......... ... e 90,022 33,922 86,828 59,054
South America .......... .. ... . i, 34,612 36,050 52,366 45,416
Middle Bast ... ..ot -— — — 21,096
Africa ... e 6,467 7,886 21,334 20,451
Total Revenues and Freight from External
Customers(P) ........... i $2,137,761  $1,034,774  $2,284,142 $2,260,784

{P) CONSOL Energy attributes revenue to individual countries based on the location of the customer.

CONSOL Energy’s Property, Plant and Equipment by geographical location are:

December 31, December 31, June 30, June 30,
2002 2001 2001 2000
United States . ........ouuienrii i, $2,856,391 $2,868,050 $2,483,369 $2,525,937
Canada ... e 47,524 47,145 47,801 48,397
Belgium ... e 109 115 122 110
Total Property, Plant and Equipment . .............. $2,904,024 $2,915,310 $2,531,292 $2,574,444

Note 28—Guarantor Subsidiaries Financial Information:

The payment obligations under the $250,000 7.875 percent per annum Notes due March 1, 2012 issued by
CONSOL Energy are fully and unconditionally guaranteed by several subsidiaries of CONSOL Energy. There
are no financial covenants related to the obligations. In accordance with rules established by the Securities and
Exchange Commission, the following financial information sets forth separate financial information with respect
to the parent, the guarantor subsidiaries and the non-guarantor subsidiaries. The principal elimination entries
eliminate investments in subsidiaries and certain intercompany balances and transactions. CONSOL Energy’s
parent and a guarantor company manage several assets and liabilities of their subsidiaries. For example, these
include deferred tax assets, cash and other post-employment liabilities. These assets and liabilities are reflected
as parent company or guarantor company amounts for purposes of this presentation.

08




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSOCL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amounts)

Income Statement for the Twelve months ended December 31, 2002:

Sales—Outside ........................
Sales —Related Parties ..................
Freight —Outside . ......................
Freight — Related Parties .................
OtherIncome .. ...,

TotalRevenue .....................

Cost of Goods Sold and Other Operating

Charges ............... ... .......
Related Party Activity ...................
FreightExpense . .. .....................
Selling, General and Administrative

Expense ......... ... . . i,
Depreciation, Depletion and Amortization . . .
Interest Expense .......................
Taxes Other ThanIncome ................
Export Sales Excise Tax Resolution ........

TotalCosts .......................

Earnings(Loss) Before Income Taxes . ... ...
Income Taxes (Benefit) ..................

NetIncome(Loss) ...........ccovvinn..

Parent Guarantor Non-Guarantor Elimination Consolidated
$  — 81,709,144  $293397 $ —  $2,002,541
— 804 — — 804

— 106,923 26,929 — 133,852

— 564 1,265 (1,265) 564
34,534 45,107 2,592) (31,212) 45,837
34,534 1,862,542 318,999 (32,477) 2,183,598
12,690 1,432,494 256,932 (158,927) 1,543,189
(6,126)  (95965)  (73,543) 175,634 —
— 107,487 28,194 (1,265) 134,416

— 54,145 11,743 — 65,888

2,362 223,632 38,733 (1,854) 262,873
22,907 20,390 2,916 — 46,213
3,635 146,540 22,304 — 172,479
— (1,037) — — (1,037)
35,468 1,887,686 287,279 13,588 2,224,021
(934) (25,144) 31,720 (46,065) (40,423)
(12,610)  (43,224) 3,735 — (52,099)
$ 11,676 $ 18,080 $ 27,985 $ (46,065) $ 11,676
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amounts)

Balance Sheet for December 31, 2002

Assets:
Current Assets:

Cash and Cash Equivalents .......................

Accounts and Notes Receivable;

Trade ... ... .. .

Total Current Assets .. ........oovvveiennen.. ..

Property, Plant and Equipment:

Property, Plant and Equipment ..................

Less-Accumulated Depreciation, Depletion and

AMOrtization .............. .

Property, Plant and Equipment—-Net . . ........... ...

Other Assets:

Deferred Income Taxes ........................
Advanced Mining Royalties .. ...................
Investmentin Affiliates . .......................

Liabilities and Stockholders” Equity:
Current Liabilities:

AccountsPayable . ....................... ...

Accounts Payable (Receivable)-Related Parties

Short-Term Notes Payable .. ....................
Current Portion of Long-Term Debt and Capital Lease

Obligations ................ciiiiiiiiin.
Other Accrued Liabilities .......................

Total Current Liabilities . .......................

Long-Term Debt:

Long-TermDebt .............................
Capital Lease Obligations ......................

Total Long-TermDebt .......................

Deferred Credits and Other Liabilities:

Postretirement Benefits Other Than Pensions . ... ...
Pneumoconiosis ............ .. ... e,
MineClosing ......................c.ooi....
Workers’ Compensation .......................
Deferred Revenue ............................
Salary Retirement . ................. ...
Reclamation .................coiviiiinaian.

Total Deferred Credits and Other Liabilities .. .. ..
Stockholders” Equity ............. ... ... ... ...,

Total Liabilities and Stockholders’ Equity ......,....

Parent Guarantor Non-Guarantor Elimination Consolidated
$ 2651 $ 316 $ 8,550 $ — $ 11,517
— 169,943 35,948 — 205,891

6,481 102,847 17,898 —_ 127,226
258 122,771 12,592 — 135,621
21,935 — —_— — 21,935
92,236 — — — 92,236
4,770 19,255 4,386 — 28411
128,331 415,132 79,374 — 622,837
87,689 4,600,222 1,009,813 — 5,697,724
41,620 2,678,503 73,577 — 2,793,700
46,069 1,921,719 936,236 — 2,904,024
420,718 —_ — — 420,718
— 51,477 39,084 — 90,561
1,367,605 1,107,658 66,411 (2,406,312) 135,362
2,509 82,788 34,361 — 119,658
1,790,832 1,241,923 139,856 (2,406,312) 766,299
$1,965,232  $3,578,774 $1,155,466 $(2,406,312)  $4,293,160
$ 110,120 $ 2,846 $ 38,405 $ — $ 151,371
1,023,380 (740,489) (282,891) — —_
203,139 — 1,406 — 204,545
100 7,802 713 — 8,615
62,606 322,814 64,482 — 449,902
1,399,345 407,027) (177,885) — 814,433
248,107 215,266 22,162 — 485,535
— 2,896 — —_ 2,896
248,107 218,162 22,162 — 488,431
— 1,437,987 — — 1,437,987

— 455,436 — — 455,436

— 202,538 130,382 — 332,920

1,827 234,428 24,995 — 261,250

— 86,043 16,357 —_ 102,400
90,665 809 — — 91,474

—_ 3,485 2,327 — 5,812
63,241 55,910 21,819 — 140,970
155,733 2,476,636 195,880 — 2,828,249
162,047 1,291,003 1,115,309 (2,406,312 162,047
$1,965,232  $3,578,774 $1,155,466 $(2,406,312)  $4,293,160




NOTES TO CONSCOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(Dollars in thousands except per share amounts)

Condensed Statement of Cash Flows

For the Twelve Months Ended December 31, 2002:

Net Cash Provided by (Used in) Operating
Activities . ........ ... oo

Cash Flows from Investing Activities:

Capital Expenditures ....................
Investment in Equity Affiliates .. ..........
Other Investing Activities ................

Net Cash Used in Investing Activities . ...

Cash Flows from Financial Activities:
Payments on Short-Term Borrowings
Payments on Long-Term Notes

Proceeds from Long-Term Notes
Dividends Paid ........................
Other Financing Activities

Net Cash Provided by (Used in) Financing
Activities ......... ... .. Ll

Income Statement for the Six months ended December 31, 2001:

Sales—~Qutside . .......... ...

Freight — Outside

Other Income (including equity earnings) . ...

Total Revenue

Cost of Goods Sold and Other Operating

Charges ...

Related Party Activity
Freight Expense

Selling, General and Administrative Expense . . .
Depreciation, Depletion and Amortization ...
Interest Expense . ............ ... ... ... ..

Taxes Other Than Income
Export Sales Excise Tax Resolution

Total COSIS .. oot et i

Earnings (Loss) Before Income Taxes .......

Income Taxes (Benefit)

Net Income(Loss) . ............... ... ..

Parent Guarantor  Non-Guarantor Elimination Consolidated
$ (20,149) $ 258,770 $ 90,935 $ —  $ 329,556
$ (13,797) $(210,939) §$ (70,499) § —  $(295,235)
(28,141) (125) (39,703) — (67,969)
8 24,183 (923) — 23,268
$ (41,930) $(186,881) $(111,125) § —  $(339,936)
...... $(119,993) $ — $ — $ —  $(119,993)
........... — (66,000) —_ — (66,000)
.......... 246,310 — 15,493 — 261,803
(66,086) — — — (66,086)
............... 776 (5,731 1,546 — (3,409)
$ 61,007 $ (71,731) $ 17,039 $ — $ 6315
Parent Guarantor Non-Guarantor FElimination Consolidated
.. % — $646,897 $317.563 $ — $ 964,460
. — 42,017 28,297 — 70,314
.. 4,820 76,938 (26,340) (24,195) 31,223
.. 4,820 765,852 319,520 (24,195) 1,065,997
. 7,326 635,242 184,884 (66,3006) 761,146
..................... (7,827) (54,209) (2,073) 64,109 —
.. — 42,018 28,296 — 70,314
— 22,384 9,109 — 31,493
.. 1,129 90,458 28,452 — 120,039
.. 3,358 11,808 1,398 — 16,564
.................. 1,820 58,782 20,057 — 80,659
.......... — 5,083 319 — 5,402
.. 5,806 811,566 270,442 (2,197) 1,085,617
.. (986) (45,714) 49,078 (21,998) (19,620)
.................... (2,045) (30,919 12,285 — (20,679)
.. $1,059 $(14,795) $ 36,793 $(21,998) $ 1,059
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSCLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amounts)

Balance Sheet for December 31, 2001

Assets:
Current Assets:
Cash and Cash Equivalents
Accounts and Notes Receivable:
Trade
Other ... ... i
Inventories
Deferred Income Taxes
Prepaid Expenses

Total Current Assets . .....................
Property, Plant and Equipment:
Property, Plant and Equipment
Less-Accumulated Depreciation, Depletion and
Amortization

Property, Plant and Equipment —Net . ..........
Other Assets:
Deferred Income Taxes
Advanced Mining Royalties . . ..............
Investment in Affiliates
Other....... ... ... . . i i,

Total Other Assets
Total Assets

Liabilities and Stockholders’ Equity:

Current Liabilities:
Accounts Payable ........................
Accounts Payable (Receivable)-

Related Parties
Short-Term Notes Payable .. ...............
Current Portion of Long-Term Debt and Capital

Lease Obligations . .....................
Accrued Income Taxes . ...................
Other Accrued Liabilities . .................

Total Current Liabilities . . ...............
Long-Term Debt:

Long-TermDebt .. ......... ... ... .. ... ...

Capital Lease Obligations

Total Long-Term Debt ... ...............
Deferred Credits and Other Liabilities:

Postretirement Benefits Other Than Pensions . .
Pneumoconiosis
Mine Closing
Workers” Compensation . ..................
Deferred Revenue . .......................
Salary Retirement . .......................
Reclamation

Total Deferred Credits and Other
Liabilities
Stockholders’ Equity
Total Liabilities and Stockholders’ Equity

Parent Guarantor Non-Guarantor Elimination Consolidated

$ 3723 § 158 $ 11,701 $ — § 15582
— 204,520 59,331 (43,409) 220,442

1,566 108,791 12,979 — 123,336

240 83,668 29,986 —_ 113,894

54,708 — — — 54,708
3,142 30,667 8,465 — 42,274
63,379 427,804 122,462 (43,409) 570,236
51,581 4,055,229 1,307,150 — 5,413,960
20,737 2,074,162 403,751 — 2,498,650
30,844 1,981,067 903,399 — 2,915,310
520,906 — —_ — 520,906

9 52,966 39,669 — 92,644
1,113,982 951,651 51,236 (2,038,941) 77,928
1,649 74,451 45,608 — 121,708
1,636,546 1,079,068 136,513 (2,038,941) 813,186
$1,730,769 $3,487,939 $1,162,374 $(2,082,350) $4,298,732
$ 117,281 $ 5,957 $ 92,094 $ (43409 $ 171,923
811,479 (374,435) (517,919) 80,875 —_
77,869 — — — 77,869

100 72,036 635 — 72,771

4,799 — — — 4,799
31,753 208,826 72,800 — 313,379
1,043,281 (87,616) (352,390) 37,466 640,741
245,892 211,688 6,607 — 464,187
— 8,482 — — 8,482
245,892 220,170 6,607 — 472,669
—_— 1,417,567 — — 1,417,567

— 459,776 — — 459,776

— 198,700 135,038 — 333,738

1,738 234,814 32,523 — 269,075

— 195,370 32,225 —_ 227,595

8,633 —_ — — 8,633

— 7,715 6,029 — 13,744

159,666 21,649 2,320 — 183,635
170,037 2,535,591 208,135 — 2,913,763
271,559 819,794 1,300,022 (2,119,816) 271,559
$1,730,769  $3,487,939 $1,162,374 $(2,082,350) $4,298,732




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amounts)

Condensed Statement of Cash Flows

For the Six Months Ended December 31, 2001:

Net Cash Provided by (Used in) Operating
Activities ...

Cash Flows from Investing Activities:

Capital Expenditures ...................
Acquisitions — Net of Cash Acquired .. .....
Investment in Equity Affiliates ...........
Other Investing Activities ...............

Net Cash (Used in) Provided by Investing
Activities ....... ... oo i

Cash Flows from Financial Activities:

Payments on Short-Term Borrowings ......
Dividends Paid ........................
Other Financing Activities ...............

Net Cash Used in Financing Activities ...

Income Statement for the Twelve Months
Ended June 30, 2001:

Sales—Outside ........................
Sales — Related Parties ..................
Freight—Outside ......................
Freight — Related Parties ................
Other Income (including equity earnings) . ..

TotalRevenue .......................
Cost of Goods Sold and Other Operating

Charges .........oviiiiiniiinn
Related Party Activity ..................
Freight Expense .......................
Selling, General and Administrative

Expense.........cooiviiiiiii,
Depreciation, Depletion and Amortization ..
Interest Expense .......................
Taxes Other Than Income ...............
Export Sales Excise Tax Resolution .......

Total Costs . .........c.ivviinnnn.

Earnings (Loss) Before Income Taxes ... ...
Income Taxes (Benefit) .................

NetIncome (Loss) .....................

Parent Guarantor  Non-Guarantor Elimination Consolidated
$105,258 $ 112,440 $(124,614) $ — $ 93,084
$ (3,637) $ (112,777) § (46,448) $ — $(162,862)

(20,694) 183,432 -_— 162,738

(1,598) (275) (12,046) — (13,919)

15 2,538 (108) —_ 2,445
$(25,914) $ (110,514) $124830 $ — $ (11,598)
$(36.,564) $ — 3 — % — $ (36,564)
(44,050) — — — (44,050)
— (1,915) — — (1,915)
$(80,614) $ (1915) $ — 3 — $ (82,529)

Parent Guarantor Non-Guarantor Elimination Consolidated

$ —  $1,575,195 $ 538,719 $ — $2,113914
— 4,029 5,259 — 9,288
— 98,552 58,485 — 157,037
— 3,903 647 (647) 3,903

197,473 192,216 (90,397) (228,835) 70,457

197,473 1,873,895 512,713 (229,482) 2,354,599

31,927 1,403,980 247,372 (128,412) 1,554,867

(33,862) (112,934) 17,163 129,633 —

— 102,455 59,132 647) 160,940

— 43,379 19,664 — 63,043
2,010 193,868 49,251 (1,857) 243,272
17,111 36,340 4,147 —_ 57,598
4,204 156,369 2,507 — 158,066
— (115,886) (7,636) — (123,522)
21,390 1,707,571 386,586 (1,283) 2,114,264
176,083 166,324 126,127 (228,199) 240,335
(7,567) 34,486 29,766 — 56,685
$183,650 $ 131,838 $ 96,361 $(228,199) $ 183,650

an




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSCLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amounts)

Balance Sheet for June 30, 2061:

Assets:
Current Assets:
Cash and Cash Equivalents ......................
Accounts and Notes Receivable:
Trade ... .o e

Inventories ........... ...
Deferred Income Taxes .........................
Prepaid Expenses . .......... ... ...

Total Current Assets . ............c.cvvvrnvnnn..
Property, Plant and Equipment:
Property, Plant and Equipment .................
Less-Accumulated Depreciation, Depletion and
AmOrtization . .......... i

Property, Plant and Equipment—-Net ...............
Other Assets:
Deferred Income Taxes .......................
Advanced Mining Royalties .. ..................
Investment in Affiliates .......................

Liabilities and Stockholders’ Equity:

Current Liabilities:
AccountsPayable . ................ ... ... .. ...
Accouats Payable (Receivable) - Related Parties . . .
Short-Term Notes Payable . ....................
Current Portion of Long-Term Debt and Capital

Lease Obligations .. ................... .....

AccruedIncome Taxes . .......................
Other Accrued Liabilities . .....................

Total Current Liabilities . ....................
Long-Term Debt:

Long-TermDebt.......... ... ... ... .....

Capital Lease Obligations .....................

Total Long-Term Debt . .... ... ... ... ... ...
Deferred Credits and Other Liabilities:

Postretirement Benefits Other Than Pensions ... ...
Pneumoconiosis . ...... ...
MineClosing ......... ..o i,
Workers” Compensation . ......................
Deferred Revenue .. .............. i,
Salary Retirement . ....................... ...
Reclamation ................. ... ... ... ......

Total Deferred Credits and Other Liabilities ... ..
Stockholders” Equity .............. ... ... ... ..

Total Liabilities and Stockholders’” Equity ..........

4

Parent Guarantor Non-Guarantor Elimination Consolidated
$ 4993 § 147 $ 11,485 $ — $ 16,625
— 190,151 58,834 (27,428) 221,557
an 4 7 — —
967 124,460 32,988 — 158,415
240 81,385 13,421 — 95,046
46,340 — — — 46,340
2,127 23,060 2,685 — 27,872
54,656 419,207 119,420 (27,428) 565,855
39,195 3,942,384 962,382 — 4,943 961
20,636 1,981,411 410,622 — 2,412,669
18,559 1,960,973 551,760 — 2,531,292
309,193 — — — 309,193
6 56,922 40,489 — 97,417
1,076,146 699,994 101,492 (1,653,965) 223,667
54,929 77,350 35,268 — 167,547
1,440,274 834,266 177,249 (1,653,965) 797,824
$1,513,489 $3,214,446 $ 848,429 $(1,681,393) $3,894,971
$ 104,839 $ 17,571 $ 49,118 $ (27428) $ 144,100
554,795 (274,834) (373,952) 94,086 95
360,063 — — — 360,063
100 71,798 635 — 72,533
2,322 —_ — — 2,322
63,028 254,041 37,791 —_— 354,860
1,085,147 68,576 (286,408) 66,658 933,973
69 213,224 7,101 — 220,394
— 10,634 — — 10,634
69 223,858 7,101 — 231,028
— 1,140,501 — — 1,140,501
—_ 446,790 1,527 — 448,317
— 176,516 95,704 — 272,220
2,052 213,495 45,062 — 260,609
— — 40,024 — 40,024
114 — —_ — 114
— 15,748 4,058 — 19,806
74,460 116,049 6,223 — 196,732
76,626 2,109,099 192,598 — 2,378,323
351,647 812,913 935,138 (1,748,051) 351,647
$1,513,489 $3,214,446 $ 848,429 $(1,681,393) $3,894,971




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TC CONSCLIDATED FINANCIAL STATEMENTS-—(Continued)
(Dollars in thousands except per share amounts)

Condensed Statement of Cash Flows
For the Twelve Months Ended June 30, 2001:

Parent Guarantor Non-Guarantor Elimination Consolidated
Net Cash (Used in) Provided by Operating
Activities ........ ... i $(269,967) $ 611,839 $ 93,967 $ — $§ 435,839
Cash Flows from Investing Activities:
Capital Expenditures ................... $ (3,163) $ (162,074) $(48,762) $ — $(213,999)
Acquisitions — Net of Cash Acquired . ..... — — (39,072) — (39,072)
Investment in Equity Affiliates ........... (156) 14,075 (1,805) — 12,114
Other Investing Activities ............... 1,428 5,288 920 — 7,636
Net Cash Used in Investing Activities ... $ (1,891) $ (142,711) $(88,719) $ — % (233,321)
Cash Flows from Financing Activities:
Proceeds from (Payments on) Short-Term
Borrowings ........................ $ 361,855 $ (464,310) % — $ —  $(102,455)
DividendsPaid ....................... (88,014) — — — (88,014)
Other Financing Activities .............. 1,521 4,769) 357) — (3,605)
Net Cash Provided by (Used in)
Financing Activities ............... $ 275362 $ (469,079 $ (357 $ — 3 (194,074)
Income Statement
For the Twelve Months Ended June 30, 2600:
Parent Guarantor Non-Guarantor Elimination Consolidated
Sales—Qutside ....................... $ —  $1,574,291 $517,305 $ —  $2,091,596
Sales — Related Parties ................. — 1,891 11,642 (10,279) 3,254
Freight—Outside . ..................... — 148,693 15,819 — 164,512
Freight — Related Parties .. .............. — 1,422 —_ — 1,422
Other Income (including equity earnings) .. 87,147 92,003 (26,970) (87,821) 64,359
Total Revenue ...................... 87,147 1,818,300 517,796 (98,100) 2,325,143
Cost of Goods Sold and Other Operating
Charges ............. . .o, 17,135 1,333,687 300,826 (152,666) 1,498,982
Related Party Activity .................. (73,355) (114,559) 34,738 153,176 —
Freight Expense ............ ... ... ..... — 150,115 15,819 — 165,934
Selling, General and Administrative
Expense ........ ... .. i —_ 34,156 28,008 — 62,164
Depreciation, Depletion and
Amortization ....................... 2,519 197,074 52,142 (1,858) 249,877
Interest Expense ...................... 4,024 47,531 3,734 — 55,289
Taxes Other ThanIncome ............... 4,559 141,371 28,342 — 174,272
Restructuring Costs .................... 11,109 969 — — 12,078
Total Costs ........................ (34,009) 1,790,344 463,609 (1,348) 2,218,596
Earnings (Loss) Before Income Taxes ... .. 121,156 27,956 54,187 (96,752) 106,547
Income Taxes (Benefit) . ................ 14,116 (14,338) 271) — (493)
NetIncome (Loss) . .................... $ 107,040 $ 42,294 $ 54,458 $ (96,752) $ 107,040

(QGF]
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES
NQOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dotlars in thousands except per share amoumnts)

Condensed Statement of Cash Flows
For the Twelve Months Ended June 30, 2000:

Parent Guarantor Non-Guarantor Elimination Consolidated
Net Cash Provided by (Used in) Operating
Activities .. ... . $104993 $ (8,688) $ 198,723 $— $ 295,028
Cash Flows from Investing Activities:
Capital Expenditures . ................... $ —  $(115,744) $ (26,854) $— $(142,598)
Acquisitions — Net of Cash Acquired ....... —_ — (163,506) — (163,506)
Investment in Equity Affiliates ............ — (2,299) — — (2,299)
Other Investing Activities ................ 40 9,331 (522) — 8,849
Net Cash Provided by (Used in) Investing
Activities . ... ... $ 40 $(108,712)  $(190,882) §: $(299,554)
Cash Flows from Financing Activities:
Proceeds from Short-Term Borrowings . . ... $ — $ 117,331 $ — $— $ 117,331
DividendsPaid ........................ (89,055) — — — (89,055)
Other Financing Activities ............... (19,496) (6,947) (12,685) — (39,128)
Net Cash (Used in) Provided by Financing
Activities ... ... i $(108,551) $ 110,384 $ (12,685) $— $ (10,852)

Note 29—Supplemental Coal Data (unaudited):

Millions of Tons

For the Twelve For the Six For the Twelve

Months Ended
Months Ended Months Ended
Dggembe? 3?, Dg?emsbe:-n 35, M
2092 2001 2001 2000
Proved and probable reserves at beginning of period ........... 4,322 4,378 4,461 4,705
Purchased reserves . ..........oiiiiiiiar i, 4 4 3 3
Reserves soldinplace ........... .. i, 28) &) 5) (66)
Production . . ... ... ...t e 64) (34) a0 (73)
Revisions and otherchanges ................ ... ... ...... — (18) (10) (108)
Consolidated proved and probable reserves at end of period* .. ... 4,234 4,322 4,378 4,461
Proportionate share of proved and probable reserves of
unconsolidated equity affiliates * ......................... 41 43 33 —

*  Proved and probable coal reserves are the equivalent of “demonstrated reserves” under the coal resource
classification system of the U.S. Geological Survey. Generally, these reserves would be commercially
mineable at year-end prices and cost levels, using current technology and mining practices.

The vast majority of coal reserves are located in nearly every major coal-producing region in North
America. At December 31, 2002, 924 million tons were assigned to mines either in production or under
development. The proved and probable reserves at December 31, 2002 include 3,598 million tons of steam coal
in consolidated reserves and 2 million tons of steam coal in unconsolidated equity affiliates, of which
approximately 15 percent has a sulfur content equivalent to less than 1.2 pounds sulfur dioxide per million
British thermal unit (Btu), and an additional 16 percent has a sulfur content equivalent to between 1.2 and 2.5
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC, AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(Dollars in thousands except per share amounts)

pounds sulfur dioxide per million Btu. The reserves also include 636 million tons of metallurgical coal in
consolidated reserves and 39 million tons of metallurgical coal in unconsolidated equity affiliates, of which
approximately 69 percent has a sulfur content equivalent to less than 1.2 pounds sulfur dioxide per million Btu,
and the remaining 31 percent has a sulfur content equivalent to between 1.2 and 2.5 pounds sulfur dioxide per
million Btu. A significant portion of this metallurgical coal can also serve the steam coal market.

Note 30—Suppiemental Gas Data (unaudited):

The following information was prepared in accordance with Statement of Financial Accounting Standards
No. 69, “Disclosures About Oil and Gas Producing Activities” and related accounting rules:

Capitalized Costs:

December 31, June 30,
2001 2001

$523,377  $148,012
29,708 17,151

$493,669  $130,861

December 31,
2002
Proved properties . ............ it $596,014
Accumulated depreciation, depletion and amortization ............... 64,425
Net Capitalized Costs ...t i $531,589
Proportionate Share of Gas Producing Net Property, Plant and
Equipment of Unconsolidated Equity Affiliates ................... $ 10,670

$ 496 5109422
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NOTES TOG CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES

NQOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amounts)

Results of Operations:

TotalRevenue ... ... oot i

LiftingCosts . ...
Royalty EXpense . ...,
Other Production Costs . . ............coii i,
Depreciation, Depletion & Amortization ...............

Total Cost ... oo e e

Pretax OperatingIncome ...........................
Income Taxes ........cooiviiininiiinan...

Results of Operations, excluding Corporate and Interest
CoStS v

Gross Reserve Quantity (Million Cubic Feet):

Proved developed and undeveloped gas reserves at
beginning of period* . ......... ... ... ... . L

Purchasedreserves . ........ ... .. ... .. ... ...

Production . ...... ... . i

Revisions and other changes . .......................

Proved developed and undeveloped gas reserves at end of
Period* .. ...

Proportional interest in reserves of investees accounted for
by the equity method (included in proved developed and
undeveloped gas T€SEIVES) .. ... vvviiii i

Proved developed reserves:
Atbeginning of period .......... .. ... . .. ..,

Atendofperiod ............ ... ... i i,

Proved developed reserves in equity affiliates included in
proved developed reserves:
Atbeginningof period ............. ... ... ...

Atendofperiod ....... ... .. .. .. . i

For the Twelve For the Six
For the Twelve Momnths
Months Ended Meonths Ended
Decemnber 31, December 31, Ended June 30,
2002 2001 2001 2600
$ 148914 $§ 51,060 $157,832 $ 52,456
16,439 8,111 8,893 6,615
12,214 3,530 12,983 2,725
45,837 18,015 29,845 14,496
34,368 12,581 10,818 5,299
108,858 42,237 62,539 29,135
40,056 8,823 95,293 23,321
14,020 (798) 33,236 8,222
$ 26,036 $ 9,621 $ 62,057 $ 15,099
1,176,232 780,507 746,813 467,009
— 414,806 — 284,591
(47,164) (19,737)  (34,706) (16,299)
(25,855) 656 68,400 11,512
1,103,213 1,176,232 780,507 746,813
559 6,802 416,183 424,848
413,234 261,426 178,690 72,749
374,098 413,234 261,426 178,690
5,022 117,620 103,313 —
559 5,022 117,620 103,313

*  Proved developed and undeveloped gas reserves are defined by the Society of Petroleum Engineers and the
World Petroleum Congress. Generally, these reserves would be commercially recovered under current
economic conditions, operating methods and government regulations.

CONSOL Energy’s proved gas reserves are located in the states of Virginia, Tennessee and Pennsylvania.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amounts)

Standardized Measure of Discounted Future Net Cash Flows:

The following information has been prepared in accordance with the provisions of Statement of Financial
Accounting Standards No. 69, “Disclosures about Oil and Gas Producing Activities.” This statement requires the
standardized measure of discounted future net cash flows to be based on year-end sales prices, costs and statutory
income tax rates and a 10 percent annual discount rate. Because prices used in the calculation are as of the end of
the period, the standardized measure could vary significantly from year to year based on the market conditions at
that specific date.

The projections should not be viewed as realistic estimates of future cash flows, nor should the
“standardized measure” be interpreted as representing current value to CONSOL Energy. Material revisions to
estimates of proved reserves may occur in the future; development and production of the reserves may not occur
in the periods assumed; actual prices realized are expected to vary significantly from those used; and actual costs
may vary. CONSOL Energy’s investment and operating decisions are not based on the information presented, but
on a wide range of reserve estimates that include probable as well as proved reserves, and on different price and
cost assumptions.

The standardized measure is intended to provide a better means for comparing the value of CONSOL
Energy’s proved reserves at a given time with those of other gas producing companies than is provided by a
comparison of raw proved reserve quantities.

The future net cash flows for the prior year ended December 31, 2001 have been restated from $433,224 for
future net cash flows and $218,365 for total standardized measure of discounted future net cash flows previously
included in our reports due to revisions in development costs for that period. This change is necessary to
illustrate a more accurate comparison of the year to year changes.

December 31, December 31, June 30,
2002 2001 2001 20060

Future Cash Flows:

Revenues ............. 0. $5,110,417 $ 3,258,890 $ 2,647,689 $ 3,238,988

Production costs ... ... ... ... (1,806,259) (1,847,658) (1,520,955) (1,365,925)

Developmentcosts . ............ i, (283,290) (284,905) (286,680) (242,733)

InCoOmME taX EXPeNSe .. .. ..v.urireeanneenn.. (983,172) (224,984) (288,447) (479,504)
Future NetCash Flows .. ... ... ... ... 2,037,696 901,343 551,607 1,150,826
Discounted to present value at a 10% annual rate .. ... (1,302,515) (555,517) (362,451) (656,245)
Total standardized measure of discounted net cash

floWS .o $ 735,181 $ 345826 $ 189,156 $ 494,581
Standardized measure of discounted net cash flows for

equity affiliates included above .............. ... $ — § — $ 32451 $ 177,068

The gas reserves and production costs are stated on an 8/8™ basis due to the structure of existing lease
agreements. As such, a 1/8% royalty expense of $495,087 and $410,504 is included in future estimated production
costs at December 31, 2002 and December 31, 2001, respectively.
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NOTES TQ CONSOLIDATED FINANCIAL STATEMENTS

CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Ceontinued)
(Dollars in thousands except per share amounts)

The following are the principal sources of change in the standardized measure of discounted future net cash

flows during:
December 31, December 31, June 30,
2002 2001 2001 2000

Balance at Beginning of Period . ..................... $ 345,826 $ 189,156 $ 494,581 $ 63,340
Net changes in sales prices and production costs . ........ 1,971,309  (1,387,961) (857,403) 857,939
Sales—net of production costs ............ ..ol (56,795) 284,498  (106,111)  (28,620)
Net change due to acquisition .. ..., .. — 1,155,060 — 744,637
Net change due to revisions in quantity estimates ........ (40,263) 232,901 217,185 (18,299)
Development costs incurred, previously estimated ....... 42,705 (18,141) (13,398) (4,545)
Changes in estimated future development costs .......... (41,090) 1,775 (43,947) (141,683)
Net change in future income taxes .................... (739,520) 163,576 191,057 (382,909)
Accretion of discountandother ...................... (746,991) (275,038) 307,192  (595,279)

Total Discounted Cash Flow at End of Period ......... $ 735,181 $ 345,826 $ 189,156 $ 494,581
Note 31—Quarterly Information (unaudited):

Three Months Ended
December 31, September 30, June 30, March 31,
2002 2002 2002 2002

Sales ... $ 508351 $ 506901 $ 482,888 3% 505,205
Freight Revenue ............... ... ... ...... $ 32012 $ 31,724 $ 34248 $ 36,432
Costs of Goods Sold and Other Operating Charges .. $ 390,854 $§ 426915 § 362,511 $ 362,909
Freight Expense ......... ... ... ... oiunn. $ 32012 $ 31,724 $§ 34248 § 36,432

NetIncome (LOSS) .......ovviienen., $ 4134 9% (6,986) $ 9,027 § 5,501
Earnings Per Share:

Basic ... e $ 005 3 0.09) $ 011 § 0.07

Dilutive ... ... .. e $ 005 $ 0.09) $ 011 $ 0.07
Weighted Average Shares Qutstanding:

Basic ....... ... . 78,748,594 78,735,267 78,722,778 78,704,593

Dilutive ... 78,757,425 78,770,328 78,935,017 78,909,819
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CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amounts)

Three Months Ended
December 31, September 30,
2001 2001
SalES . $ 478,811 § 485,649
Freight Revenue ........ ... i $ 34104 $ 36,210
Costs of Goods Sold and Other Operating Charges .......................... $ 371,833 § 389,313
Freight EXPeNSe . .. .o oottt e e e e $ 34,104 $ 36,210
Net Income (LOSS) « . oo vt v e e e $ 12,568 § (11,509)
Earnings Per Share:
BTt « ittt e e e e $ 016 % 0.15)
DIIVE ... $ 0.16 $ 0.15)
Weighted Average Shares Outstanding:
BaSIC .ot 78,703,099 78,696,365
DAlULVE ... 78,926,711 78,913,117
Three Months Ended
June 30, March 31, December 31, September 30,
2001 2001 2000 2000
Sales ... $ 555876 $ 575,125 $ 501,292 $ 490,909
Freight Revenue ......................... $ 56,080 $ 32635 $ 35,154 % 37,071
Costs of Goods Sold and Other Operating
Charges ..., $ 404928 $ 419610 $ 360449 $ 369,880
Freight Expense ............cc.ivinn..n. $ 5608 $ 32635 $ 35154 $ 37,071
NetIncome .............ccciiiiinon. .. $ 49347 $ 100,800 $ 29407 $ 4,096
Eamnings Per Share:
Basic .. ... $ 063 3 1.28(A)$ 037 3 0.05
Dilutive .......... 000 $ 062 % 1.27(A)$ 037 § 0.05
Weighted Average Shares Outstanding:
Basic ... i 78,670,017 78,616,575 78,590,854 78,577,553
Dilutive ....... ... 79,071,471 79,201,793 78,745,914 78,681,451

(A) The increase in Earnings Per Share was due mainly to the recognition of pre-tax income of $95,292 for the

Export Sales Excise Tax Resolution.
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CONSOL ENERGY INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Dollars in thousands except per share amounts)

Three Months Ended

June 30, March 31, December 31, September 30,
2000 2000 1999 1999

$ 501,513 511,016 $ 537,109 $ 545,212
Freight Revenue 44,387 35862 $ 40,734 $ 44,951
Costs of Goods Sold and Other Operating Charges .. $ 337,984 369,524 $ 375387 $ 416,087
$ $
$ $

Freight Expense 35,862 40,734 44,951
Net Income 22,970 36,506 10,727

Earnings Per Share:
0.29 0.46 0.13

Dilutive . 0.29 0.46 0.13

Weighted Average Shares QOutstanding:
78,615,363 79,217,730 79,901,818 80,250,718

Dilutive ........ ... i 78,619,097 79,218,134 79,902,337 80,250,870
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CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURES

CONSOL Energy’s Board of Directors appointed PricewaterhouseCoopers LLP to serve as the Company’s
independent accountant, effective July 2, 2002. PricewaterhouseCoopers LLP serves as the independent
accountant for RWE Rheinbraun AG., a multi-utility holding group headquartered in Essen, Germany, which
owns approximately 74 percent of CONSOL Energy’s common stock. PricewaterCoopers LLP replaced Ernst &
Young LLP as the Company’s independent accountant. Effective June 3, 2002, CONSOL Energy Board of
Directors dismissed Ernst & Young LLP as its independent accountant.
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INVESTOR INFORMATION

Annual Meeting

The annual meeting of shareholders will be held on Wednesday, April 30, 2003, in New York, NY. A formal notice of the
meeting together with the proxy statement will be mailed to shareholders on or about March 28. The proxy statement also

can be accessed electronically through the CONSOL Energy home page on the Internet at hitp://www.consolenergy.com.
A summary report of the proceedings at the annual meeting will be available without charge upon written request to:

Mr. D.L. Fassio

Vice President and Secretary
CONSOL Energy Inc.

1800 Washington Road
Pittsburgh, PA 15241

Additional Information

A copy of CONSOL Energy’s Annual Report on Form 10-K filed with the Securities and Exchange Commission also is
available upon written request, or through the Internet.

Investor Information

Investment analysts and portfolio managers who need additional information may contact Thomas F. Hoffman, Vice
President — Investor and Public Relations, at (412) 831-4060.
Common Stock

CONSOL Energy Inc. common stock is traded on the New York Stock Exchange under the symbol “CNX.”

Commeon Stock Market Prices and Dividend

Our common stock is listed on the New York Stock Exchange. The following table sets forth for the periods
indicated the range of high and low sales prices per share of our common stock as reported on the New York
Stock Exchange and the cash dividends declared on the common stock for the periods indicated.

High Low  Dividends

Fiscal Year 2001
Quarter Ended September 30,2000 . ....... .. ... i 21.06 15.00 28
Quarter Ended December 31,2000 . ....... ... ... i 28.00 16.13 28
Quarter Ended March 31,2001 .. ... ... .. . . 3770 24.88 28
Quarter Ended June 30,2001 .. ... ... .. . . . 42.48 25.00 28
Six Month Transition Period Ended December 31, 2001
Quarter Ended September 30,2001 . ....... .. .. e 28.50 18.30 28
Quarter Ended December 31,2001 . ... ... .. .. . . . . 2845 2141 28
Twelve Month Period Ended December 31, 2002
Quarter Ended March 31,2002 . ... .. ... . . e 2749 21.19 .28
Quarter Ended June 30,2002 ... ... ... 28.32 21.25 14
Quarter Ended September 30,2002 ... ... ... i 21.54 9.80 14
Quarter Ended December 31,2002 . ...... . .. ... . .. . . 17.90 10.65 .14

On March 12, 2003, there were approximately 11,000 holders of record of our common stock.
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INVESTOR INFORMATION

Our Board of Directors intends to continue its policy of paying quarterly dividends. However, the future
declaration and payment of dividends and the amount of dividends will depend upon, among other things,
general business conditions, our financial results, contractual and legal restrictions on our payment of dividends,
our credit rating, our planned investments and such other factors as our Board of Directors deems relevant. Our
credit facilities currently do not contain covenants restricting our ability to declare and pay dividends, except in
the event of default.

Stock Transfer and Dividend Disbursing Agent

Stockholders who are interested in transferring their stock or have questions regarding their account may contact:

EquiServe
P.O. Box 43069
Providence, RI 02940-3069

Transaction-related mail (transfers, address changes, etc.) sent via a private courier service should be sent to:

EquiServe
150 Royall Street
Canton, MA 02021

Or call: (781) 575-2724,
for the hearing impaired — TDD: 1-800-952-9243

You also may visit EquiServe Trust’s home page on the Internet at http:/www.equiserve.com for information on
stockholder services. The e-mail contact address is equiserve@equiserve.com.

Forward-looking statements

CONSOL Energy is including the following cautionary statement to make applicable and take advantage of the
safe harbor provisions of the Private Securities Litigation Reform Act of 1995 for any forward-looking state-
ments made by, or on behalf of CONSOL Energy. With the exception of historical matters, any matters discussed
are forward-looking statements (as defined in Section 21E of the Exchange Act) that involve risks and uncertain-
ties that could cause actual results to differ materially from projected results. These risks, uncertainties and con-
tingencies include, but are not limited to, the following: the success or failure of CONSOL Energy’s efforts to
implement its business strategy; reliance on major customers and long-term contracts; the effects of market
demand and price on performance; the ability to renew coal and gas sales agreements upon expiration; the price
of coal and gas sold under any new sales agreements; fluctuating sales prices; contract penalties; actions of
CONSOL Energy’s competitors and CONSOL Energy’s ability to respond to such actions; risks inherent in min-
ing and gas production including geological conditions, mine and gas operations accidents; weather-related fac-
tors; results of litigation; the effects of government regulation; the risk of work stoppages; the risk of transporta-
tion disruptions that could impair CONSOL Energy’s ability to sell coal and gas; management’s ability to cor-
rectly estimate and accrue for contingent liabilities; and CONSOL Energy’s ability to identify suitable acquisition
candidates and to successfully finance, consummate the acquisition of, and integrate these candidates as part of
its acquisition strategy.
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Vice President - Safety and [ luman
Resources

Larry W. Hull

Vice President and Chief Information
Officer

Marshall W. Hunt

Vice President — Engineering and
Lxploration

James D. Kingsley

Vice President - Purchasing
Robert F. Pusateri

Vice President ~ Sales

William G. Rieland

Vice President - Sales

Walter J. Schelfer 111
Vice President - fngineering Services

Ronald G. Stovash
Vice President ~ Marketing Services

Stephen G. Young
Vice President — Covernment. Affairs

Consolidation Coal Company

Albert A. Aloia
Vice President/General Manager
Barry D. Dangerfield
Vice President/General Managp

David D. Hudson
Vice President/General Manager

Bart |. Hyita
Vice President — Coal Operatidns Support
and Planning

James §. McCaffrey
Vice President/General Manag

John E Zachwieja Jr. i
Vice President/General Manager

CNX Land Resources Inc.

William D. Stanhagen
President

CNX Gas Company LLC

Claude D. Morgan
Vice President - Gas Operations
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GENERAL OFFICES

CONSOL Energy Inc
1800 Washington Road
Pittsburgh, PA 15241-142]
(412) 831-4000

(412) 831-4103 {fax)

CNX Land Resources Inc
1800 Washington Road
Pittsburgh, PA 15241

(412) 831-4000

Research & Development
4000 Brownsville Road
Pittsburgh, PA 15129

(412) 854-6676

SALES OFFICES

Atlanta (770) 951-2625

Chicago {847) 394-8854

Norfolk (757) 627-6261
Philadelphia (610} 408-9055
Pittsburgh (412) 831-4000

Brussels, Belgium 011-32-2-218-7220

INTERNATIONAL

CONSOL Energy Australia PTY LTD
AMP Place Level 24

10 Eagle Street

Brisbane, QLD 4000

Australia

az




=== CONSOLENEREY
CONSOL Energy Inc.
Consol Plaza
1800 Washington Road

Pittsburgh, PA 15241-1421




